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RURAL  ELECTRIFICATION  ADMINISTRATION 
BUDGET  PROPOSALS 


TUESDAY,  MARCH  16,  1993 

House  of  Representatives, 
Subcommittee  on  Environment,  Credit, 

AND  Rural  Development, 
Committee  on  Agriculture, 

Washington,  DC. 

The  subcommittee  met,  pursuant  to  notice,  at  10:10  a.m.,  in  room 
1302,  Longworth  House  Office  Building,  Hon.  Glenn  English  (chair- 
man of  the  subcommittee)  presiding. 

Present:  Representatives  Johnson,  Long,  Clayton,  Minge,  Barlow, 
Pomeroy,  Holden,  McKinney,  Thurman,  Penny,  Sarpalius,  Peter- 
son, Baesler,  Gunderson,  Allard,  Barrett,  Nussle,  and  Dickey. 

Also  present:  Representative  E  (Kika)  de  la  Garza,  chairman  of 
the  committee. 

Staff  present:  John  E.  Hogan,  minority  counsel;  Jan  Rovecamp, 
clerk;  James  E.  McDonald,  Joe  Dugan,  Merv  Yetley,  and  David 
Ebersole. 

OPENING  STATEMENT  OF  HON.  GLENN  ENGLISH,  A  REP- 
RESENTATIVE IN  CONGRESS  FROM  THE  STATE  OF  OKLA- 
HOMA 

Mr.  English.  The  purpose  of  today's  hearing  is  to  discuss  the 
President's  proposals  with  regard  to  the  REA  and  try  to  determine 
what  impact  this  will  likely  have  as  far  as  the  ability  of  the  REA, 
as  well  as  the  rest  of  the  rural  development  program,  to  bring 
about  the  objectives  and  goals  of  both  of  these  programs. 

Certainly,  it  is,  I  think,  an  interesting  time  for  those  of  us  who 
have  been  on  the  Agriculture  Committee  for  some  time  and  have 
been  involved  in  rural  development.  It  signals  major  changes  in  the 
way  we  deal  with  these  problems.  Certainly,  the  new  administra- 
tion has  indicated  a  strong  interest  as  far  as  rural  development  is 
concerned  and  making  sure  that  people  who  live  in  rural  America 
have  the  same  opportunities  as  those  who  live  in  the  cities. 

The  President  has  proposed  increasing  efforts  in  water  and  sewer 
programs  and  making  improvements  in  that  area.  There's  a  back- 
log of  projects  that  have  existed  for  some  time,  and  I  certainly 
agree  that  something  needs  to  be  done.  He's  also  talked  about  cut- 
ting the  electric  and  telecommunications  improvement  efforts, 
namely  the  subsidies,  but  we  also  have  a  backlog  of  projects  in  that 
area,  and  that's  one  area  where  I  personally  disagree.  I  think  that 
we're  going  to  have  to  do  more  in  that  area  the  same  as  we  do  for 
water  and  sewer. 
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The  point  is  that  all  areas  of  rural  development  are  very  impor- 
tant. Various  programs  have  to  work  together  if  we're  going  to 
strike  a  balance,  if  we're  going  to  meet  the  goals,  if  we're  going  to 
bring  about  the  kinds  of  improvements  that  we  need.  We  all  recog- 
nize that  we  have  less  funds  to  meet  these  objectives,  less  funds 
than  what  we  have  had  in  the  past,  and  certainly  we  can  expect 
that  to  be  the  case  in  the  future.  So  it's  all  the  more  important  that 
we  carefully  weigh  each  of  these  programs,  the  needs,  and  the 
funds  that  are  available  to  meet  these  objectives  overall. 

The  Agriculture  Committee  will  determine  what  that  mix  will  be. 
The  chairman  of  the  House  Agriculture  Committee  and  the  com- 
mittee itself  has  committed  that  we  will  meet  the  objectives  that 
the  President  has  laid  out  from  a  budget  standpoint.  In  other 
words,  the  bottom  line,  the  number  that  the  President  has  laid  out 
for  the  Agriculture  Committee,  will  be  met.  But  it  will  be  up  to  the 
Agriculture  Committee  to  determine  how  we  will  meet  it  and  where 
we  will  choose  to  place  the  emphasis  of  the  committee,  and  cer- 
tainly that  will  determine  to  a  great  extent  not  only  the  future  of 
rural  America,  but  particularly  the  success  of  rural  development. 

We  also  have  some  questions  that  have  arisen  from  the  Presi- 
dent's proposal,  questions  that  will  need  to  be  answered  in  the  com- 
ing days  and  weeks.  One  is,  the  President  has  proposed  spending 
$64  million  of  grant  money  on  the  National  Telecommunications 
and  Information  Administration.  But  the  real  question  is,  how  does 
that  money  apply  as  far  as  rural  development  and  rural  America 
is  concerned?  We  have,  in  the  1990  farm  bill,  provisions  setting  up 
under  the  REA  a  medical  as  well  as  an  educational  telephone  link. 
What  does  the  President  have  in  mind?  Will  the  ed  link  and  the 
med  link  play  a  vital  role  in  the  future  of  telecommunications 
under  the  President's  concept?  We  also  have  heard  proposals  for  an 
information  highway.  The  question  is,  will  the  information  highway 
apply  to  rural  America?  How  will  it  be  linked  to  rural  America?  If 
we  don't  modernize  the  telecommunications  systems  in  rural  Amer- 
ica, how  can  the  information  highway  be  linked  to  our  rural  com- 
munities? 

Also,  we  have  questions  about  universal  service.  Since  the  mid- 
1930's,  this  Nation  has  made  a  commitment  to  all  of  our  citizens 
that  we  will  have  a  policy  of  universal  service.  Universal  service 
does  not  simply  mean  that  you  have  a  powerline  strung  out  to  your 
house  or  an  electric  line  with  an  instrument  at  the  end.  It  means 
that  people  who  live  in  rural  areas  will  have  the  same  kind  of  op- 
portunities as  people  who  live  in  urban  areas,  the  same  chances, 
the  same  chances  not  only  for  service,  but,  more  importantly,  the 
same  chances  to  develop.  I  think  we  all  recognize  and  understand 
that  as  far  as  economic  development  is  concerned,  unless  you  have 
a  good  power  system,  unless  you  have  modern  telecommunications 
systems,  obviously  you  don't  have  much  chance. 

Also,  we  have  questions  with  regard  to  what  we  mean  about 
rural  development.  What  is  rural  development?  This  is  an  issue 
that  I  think  needs  to  be  settled,  given  the  very  Hmited  resources 
we  will  have  available  to  us.  Is  rural  development  today  defined  as 
welfare  and  hopelessness,  or  does  rural  development  and  rural  de- 
velopment objectives  mean  jobs  and  a  future?  The  question,  of 


course  is,  will  these  efforts  be  successful?  When  we  are  successful, 
we  expect  to  have  growth.  What  is  going  to  define  growth? 

I've  noticed  that  some  critics  of  the  REA  program,  whenever  we 
do  have  successes  in  economic  development,  point  to  those  suc- 
cesses as  the  reason  to  eliminate  the  program,  pointing  out  that  it 
is  no  longer  necessary.  I  think  that  we're  going  to  have  to  point  to 
those  successes  as  what  they  are.  They're  economic  development 
programs  that  provide  jobs,  that  provide  growth,  that  provide  op- 
portunities for  rural  America,  and  that's  what  the  bottom  line  is  all 
about. 

So  we  have  a  good  deal  of  work  ahead  of  us,  and  we  will  begin 
that  work  today  by  taking  testimony  from  numerous  witnesses  who 
can  provide  us  additional  information.  We're  very  happy  to  have 
them  with  us. 

Also,  any  prepared  statements  from  the  members  will  appear  at 
this  point  in  the  record. 

[The  prepared  statement  of  Mr.  Combest  follows:] 


statement  of 

the  Honorable  Larry  Combest,  M.C. 

Subcommittee  on  Environment,  Credit  and  Rural  Development 

Committee  on  Agriculture 

March  16,  1993 

Mr.  Chairman,  I  appreciata  your  holding  this  first,  formal 
hearing  of  the  Subcommittee  this  morning  on  a  matter  of  concern  to 
our  constituents  in  rural  America,  the  proposed  cuts  in  the 
programs  of  the  Rural  Electrification  Administration. 

While  I  have  been  a  member  of  this  Subcommittee  for  a  number 
of  Congresses  and  know  it  well,  I  am  pleased  to  take  on  my  new 
assignment  as  the  Ranking  Republican  in  the  103rd  Congress.  This 
Subcommittee  has  significant  and  difficult  oversight  and 
legislative  responsibilities.  Under  your  leadership  in  the  past, 
Mr.  Chairman,  I  believe  we  have  tackled  them  in  the  spirit  of 
bipartisan  cooperation.  I  know  I  speak  for  the  other  Republican 
Members  when  I  say  we  look  forward  to  working  with  you  in  the 
months  ahead. 

Although  we  have  yet  to  see  the  specifics  of  any  proposed  cuts 
in  the  agriculture  budget,  I  know  that  we  on  the  Committee  must 
look  at  them  as  a  whole.  A  reduction  here  or  a  program  limitation 
there  may  not  mean  much  when  looked  at  alone.  But,  when  these 
proposed  reductions  are  all  added  up  and  tacked  on  to  them  are 
higher  taxes  on  energy  and  new  or  increased  user  fees  aimed  at 
agribusiness,  then  we  have  a  situation  this  Committee  needs  to 
examine  carefully. 

This  morning,  we  will  discuss  economic  development.  Rural 
America  still  needs  the  REA.  Electric  and  telephone  systems 
provided  by  the  local  coop  or  rural  teleco  power  our  farms  and 
connect  our  small  towns  with  the  rest  of  the  world.  They  will  be 
a  necessary  component  of  rural  development  in  the  years  ahead. 

One  of  the  areas  that  you,  Mr.  Chairman,  and  I  have  been 
concerned  about  over  the  years  has  been  keeping  quality  health  care 
and  educational  opportunities  in  our  rural  communities. 

During  1989,  you  took  this  Subcommittee  around  the  country 
conducting  a  series  of  hearings  on  rural  economic  development,  and 
at  each  of  those  hearings  health  care  and  education  were  at  the'  top 
of  the  list  of  concerns.  The  Committee  responded  to  those  concerns 
in  the  1990  farm  bill  with  the  distance  learning  and  medlink 
programs . 
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And  last  spring,  we  again  heard  testimony  on  legislation  you 
introduced  to  improve  health  and  education  services  in  rural 
America.  I  am  pleased  to  say  that  one  of  the  leaders  in  medlink 
technology  is  Dr.  Ted  Hartman  of  the  Texas  Tech  University  Health 
Science  Center.  Texas  Tech  has  done  a  great  deal  of  work  in  these 
issues,  and  I  look  forward  to  getting  this  latest  grant  program  up 
and  running  in  the  near  future.  But,  we've  got  some  budget  matters 
to  conclude,  and  that  is  what  we  are  here  for  this  morning. 

As  the  Chairman  of  the  full  Committee,  Mr.  de  la  Garza,  has 
noted  many  times,  American  agriculture  during  the  last  several 
years  has  been  fully  included  in  the  budget  reconciliation  process. 
At  the  same  time,  many  other  budget  functions  have  been  left 
virtually  untouched. 

I  look  forward  to  hearing  the  witnesses  this  morning.   I 
hope  as  the  Congress  rushes  to  outbid  the  President  in  budget 
cutting  that  we  remember  in  the  coming  weeks  that  rural  America  — 
taking  a  word  from  Mr.  Clinton's  recent  speeches   —  already  has 
made  its  contribution.   Thank  you,  Mr.  Chairman. 


Mr.  English.  First  of  all,  I  want  to  recognize  Mr.  Barrett  and  see 
if  he  has  any  comments  that  he  would  care  to  make  this  morning. 

OPENING  STATEMENT  OF  HON.  BILL  BARRETT,  A  REPRESENT- 
ATIVE IN  CONGRESS  FROM  THE  STATE  OF  NEBRASKA 

Mr.  Barrett.  Thank  you,  Mr.  Chairman.  I  want  to  thank  you  for 
holding  this  hearing  this  morning.  REA  programs  have  certainly 
been  very  successful  in  areas  such  as  mine  in  rural  States.  I  can 
even  remember  the  days  when  telephone  programs  in  States  like 
Nebraska  and  other  services  were  very  antiquated  and  also  very 
unreliable.  Thank  goodness  those  days  have  changed,  thanks  to 
REA  assistance,  and  rural  electric  and  telephone  organizations 
have  attained  the  necessary  financing  and  are  doing  very  well 
today. 

Mr.  Chairman,  I  appreciate  the  administration's  concern  about 
the  efforts  to  focus  on  our  serious  budget  and  economic  problems. 
There  are  some  difficult  choices  that  have  to  be  made,  that's  cer- 
tainly true.  I  am  a  little  concerned  about  the  fact  that  eliminating 
subsidies  on  REA  loans  might  fall  disproportionately  on  rural  areas 
in  rural  America.  Americans  who  live  in  relatively  remote  and  less- 
populated  areas  certainly  deserve  some  of  the  same  benefits  as  our 
high-density  areas. 

Having  said  that,  I  do  look  forward  to  the  testimony.  I  think  we 
have  a  good  panel.  I  commend  you,  Mr.  Chairman,  for  holding  this 
hearing  today,  and  I  stand  ready  to  assist  you  and  Mr.  Combest  in 
any  way  that  I  possibly  can. 

Thank  you. 

Mr.  English.  Mr.  Johnson,  do  you  have  any  comments  you'd  care 
to  make  this  morning? 

OPENING  STATEMENT  OF  HON.  TIM  JOHNSON,  A  REPRESENT- 
ATIVE IN  CONGRESS  FROM  THE  STATE  OF  SOUTH  DAKOTA 

Mr.  Johnson.  Thank  you,  Mr.  Chairman.  Just  very  briefly,  be- 
cause I  think  we  want  to  get  on  to  the  testimony  here  without  pro- 
longed opening  statements.  But  I  do  feel  compelled  to  say  that  the 
Rural  Electric  System  and  Rural  Telephone  System  remain  critical 
players  in  sustaining  the  high  quality  of  life  in  rural  America.  If 
anything,  there  are  fewer  users  per  mile  across  most  of  the  rural 
electrics'  jurisdiction  now  than  there  were  60  years  ago.  The  need 
for  the  REA's  continues  not  only  for  purposes  of  simply  maintain- 
ing what  we  already  have  with  fewer  and  fewer  users  in  many 
areas,  but  qualitatively  upgrading  the  rural  electric  and  telephone 
systems,  whether  it's  with  fiber  optics  or  whatever  else  that  we 
need  to  have  in  order  to  remain  competitive. 

One  of  the  issues  that  I'm  hopeful  that  we  can  spend  a  bit  of 
time  with  on  this  hearing  has  to  do  with  issues  of  equity.  As  you've 
noted,  we  have  fewer  dollars  to  utilize,  and  we're  going  to  have  to 
be  more  careful  in  how  we  use  those  dollars.  I  am  troubled  a  bit, 
however,  by  the  proposals  to  eliminate  the  5  percent  loans  for  rural 
electrics  while  at  the  same  time  leaving  untouched  the  much  larger 
subsidies  afforded  city-owned  utilities  through  their  tax-free  bonds 
and  offering  a  new  investment  tax  credit,  as  well  as  the  existing 
deferred  tax  rules  to  stockholder-owned  power  companies. 


Now,  the  point  here  is  not  to  set  one  system  against  another,  but 
to  recognize  that  for  some  reason,  in  my  view,  REA's  are  being  sin- 
gled out  for  a  disproportionate  hit  here,  and  I'm  hopeful  that  dur- 
ing the  course  of  the  debate  we  can  evaluate  some  options  we 
might  have,  whether  it  might  be  indexing  REA  loans  to  the  munici- 
pality rate.  I  think  we  can  talk  about  the  repeal  of  the  private  use 
restriction  on  public  power  bonds.  I  think  there  are  some  other 
things  we  can  talk  about  here. 

Obviously,  the  status  quo  is  not  something  that  we're  going  to  be 
able  to  continue  to  follow,  but  I  think  that  we  need,  in  the  course 
of  our  deliberations,  to  review  whatever  we  can  to  assure  continued 
strength  in  rural  America  through  the  Rural  Electric  System  and 
as  much  equity  nationwide  as  we  possibly  can. 

I  3deld  back. 

Mr.  English.  Thank  you  very  much. 

Mr.  Nussle. 

Mr.  Nussle.  No,  thank  you,  Mr.  Chairman. 

Mr.  English.  Mrs  Clayton. 

OPENING  STATEMENT  OF  HON.  EVA  M.  CLAYTON,  A  REP- 
RESENTATIVE IN  CONGRESS  FROM  THE  STATE  OF  NORTH 
CAROLINA 

Mrs.  Clayton.  Thank  you,  Mr.  Chairman.  Thank  you  also  for 
having  this  hearing,  and  I'm  appreciative  of  your  statement  which 
has  the  underlying  premise  that  rural  development  is  more  than 
we  normally  think  and  that  rural  development  is  not  only  just  the 
extension  of  lines,  but  the  future. 

I  want  to  tell  you  I  live  very  rural.  In  fact,  I  happen  to  be  one 
of  the  few,  I  guess,  persons  in  Congress  who  get  their  electricity 
rural,  and  so  I  know  what  it  means  to  have  the  opportunity  to  have 
the  access  to  rural  electrification.  However,  I'm  very  supportive  of 
the  President's  proposal  to  cut  overall  spending,  and  my  concern 
would  be  that  of  fairness  and  equity,  that  if  indeed  we  are  to  cut, 
and  I  think  we  can  expect  that  those  of  us  in  rural  America  will 
feel  the  same  pinch,  I  just  urge  that  there  ought  to  be  fairness,  and 
I  join  with  my  colleague,  Mr.  Johnson,  in  saying  that  the  equity 
question  in  terms  of  the  other  sources  of  electricity  also  ought  to 
be  there.  I  don't  think  rural  electrification  ought  to  be  singled  out 
for  that. 

I  look  forward  to  the  testimony  also  to  try  to  find  a  way  to  en- 
hance the  image  of  REA  into  the  future.  I  think  there  is  a  mis- 
conception that  REA's  purpose  has  been  better  served  in  the  past. 
I  think  a  great  future  is  there,  and  I  think  the  challenge  is  for  us 
who  believe  in  REA  to  make  that  connection  between  its  distin- 
guished past  to  the  potential  it  has  for  the  future. 

Thank  you,  Mr.  Chairman. 

[The  prepared  statement  of  Mrs.  Clayton  follows:] 
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PREPARED  STATEMENT  OF  HON  EVA  M.  CLAYTON 

March  16,  1993 

Thank  you,  Mr.  Chairman,  Today  we  are  looking  at  the 
important  issue  of  the  President's  proposed  budget  and  its  impact 
on  rural  America.   During  the  1980 's,  the  rural  areas  of  this 
Nation  had  a  decline  in  both  population  and  economic  growth. 
Small  businesses  and  the  agricultural  economy  suffered  from  a 
lack  of  investment  capital  in  rural  America,  a  situation  that 
continues  today. 

The  Administration's  proposed  budget  takes  a  progressive 
step  toward  dealing  with  our  nation's  deficit,  and  I  believe  that 
rural  citizens  are  prepared  to  do  their  part  in  this  effort. 
However,  each  segment  of  our  country  must  contribute  its  fair 
share,  be  it  rural,  suburban  or  urban. 

The  President's  proposed  budget  singles  out  the  Rural 
Electrification  Administration  for  funding  cuts  while  leaving  the 
other  two  segments  of  the  electric  utility  industry,  investor- 
owned  and  municipal  systems,  untouched.   Is  this  fair?   If  there 
is  a  need  for  federal  subsidies  tp,(.urban  and  suburban  electric 
utilities,  isn't  there  a  continuing  need  for  federal  support  for 
rural  electric  cooperatives? 

We  must  look  upon  this  as  an  issue  of  fairness.   My  concern 
is  that  policy-makers  take  into  account  the  interest  of  rural 
America  in  the  equation.   I  hope  that  this  hearing  today  will 
shed  light  on  this  issue. 


Mr.  English.  Thank  you. 
Mr.  Minge. 

OPENING  STATEMENT  OF  HON.  DAVID  MINGE,  A  REPRESENT- 
ATIVE IN  CONGRESS  FROM  THE  STATE  OF  MINNESOTA 

Mr.  MiNGE.  Thank  you,  Mr.  Chairman.  I'd  just  Hke  to  make  a 
couple  of  brief  comments.  First,  what  I  see  has  happened  is  that 
although  a  rural  electrification  system  has  been  built,  it  now  is  in 
many  places  aged,  antiquated.  It  needs  to  be  repaired,  replaced.  We 
face  tremendous  costs  in  that  respect.  The  farm  economy,  especially 
in  the  Midwest,  is  in  the  throes  of  yet  another  farm  depression,  and 
I  support  the  President's  plan  of  shared  sacrifice.  What  I'm  afraid 
is  that  we  may  be  crucifying  rural  America  and  that  what  we  need 
to  do  is  to  make  sure  that  we  have  programs  in  place,  and  rural 
electrification  is  one  of  them.  We  need  these  programs  in  order  to 
continue  to  have  a  viable  agricultural  economy,  and  this  is  some- 
thing that  is  of  foremost  or  utmost  priority,  and  I  look  forward  to 
the  testimony  this  morning  in  that  regard. 

Mr.  English.  Thank  you,  Mr.  Minge. 

Mr.  Barlow. 

Mr.  Barlow.  Mr.  Chairman,  thank  you  very  much  for  holding 
this  hearing.  I  look  forward  to  strengthening  our  REA  System  with 
imaginative  solutions  to  the  challenges  we  face  as  we  enter  this  pe- 
riod of  tight  economic  discipline. 

Thank  you. 

Mr.  English.  Mr.  Pomeroy. 

OPENING  STATEMENT  OF  HON.  EARL  POMEROY,  A  REP- 
RESENTATIVE IN  CONGRESS  FROM  THE  STATE  OF  NORTH 
DAKOTA 

Mr.  Pomeroy.  Mr.  Chairman,  I,  too,  want  to  join  in  expressing 
my  appreciation  for  this  important  hearing.  I  certainly  whole- 
heartedly support  the  President's  efforts  to  get  the  economy  moving 
again.  In  my  State,  North  Dakota,  as  we  look  at  rural  economic  de- 
velopment, there's  no  question  that  REA  has  played  a  critical  role, 
perhaps  the  most  active  role,  in  rural  economic  development.  So 
I'm  not  entirely  sure  that  reducing  REA  loan  subsidies  is  not  at  di- 
rect cross-purposes  with  the  broader  stated  plan  of  the  President. 

In  addition,  as  indicated  by  Representative  Johnson,  the  fairness 
question  in  looking  at  this  particular  cut  relative  to  the  sacrifice 
asked  in  other  directly  related  areas  deserves  close  scrutiny  by  this 
committee. 

Thank  you. 

Mr.  English.  Mr.  Holden. 

Mr.  Holden.  Thank  you,  Mr.  Chairman.  I'd  like  to  welcome  our 
witnesses  for  this  morning  and  commend  the  REA  for  the  outstand- 
ing job  you  have  done  in  providing  your  services  to  rural  Penn- 
sylvania, and  I  look  forward  to  your  testimony. 

Thank  you. 

Mr.  English.  Mrs.  Thurman. 
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OPENING  STATEMENT  OF  HON.  KAREN  L.  THURMAN,  A  REP- 
RESENTATIVE IN  CONGRESS  FROM  THE  STATE  OF  FLORIDA 

Mrs.  Thurman.  Mr.  Chairman,  I  again  will  thank  you  for  holding 
this  hearing  and  really  just  echo  Mr.  Johnson  and  Mrs.  Clayton's 
remarks.  I  have  information  from  Florida  looking  at  investment- 
owned  municipalities  with  about  90  percent  of  the  market  there, 
with  only  10  percent  coming  from  REA's,  and  when  we  look  at  the 
tax  breaks,  the  no-cost  bonds  and  different  things  of  that  nature, 
it  really  puts  us  at  a  big  disadvantage,  and  so  we're  hoping  to  come 
out  with  something  that  will  be  beneficial.  Thank  you,  Mr.  Chair- 
man. 

Mr.  English.  Mr.  Peterson. 

OPENING  STATEMENT  OF  HON.  COLLIN  C.  PETERSON,  A  REP- 
RESENTATIVE IN  CONGRESS  FROM  THE  STATE  OF  MIN- 
NESOTA 

Mr.  Peterson.  Thank  you,  Mr.  Chairman.  I  just  want  to  thank 
you  for  this  timely  hearing  and  echo  what  everybody  else  has  said, 
and  also  say  that  I  have  two  people  in  my  district  working  on  eco- 
nomic development  full-time,  and  we  work  quite  a  bit  with  the 
rural  electrics  in  this  area.  They  have  helped  us  put  some  deals  to- 
gether that  wouldn't  have  happened  otherwise,  so  we  have  to  make 
sure  that  whatever  comes  out  of  this  budget  situation,  we  don't  de- 
stroy the  ability  of  the  rural  electrics  to  help  us  maintain  our  way 
of  life  out  in  the  rural  areas. 

I  also  would  like  to  welcome  former  Congressman  and  Secretary 
Bob  Bergland,  who  represented  the  district  that  I  now  have  the 
privilege  to  represent,  and  when  he  gets  done  serving  the  Nation, 
we're  going  to  welcome  him  back  to  northern  Minnesota  as  one  of 
my  constituents  one  of  these  days.  So  I'm  glad  to  have  you  here. 

Thank  you,  Mr.  Chairman. 

Mr.  English.  Mr.  Baesler. 

Mr.  Baesler.  No  comment. 

Mr.  English.  Our  first  witness  today  will  be  Mr.  James  B.  Huff, 
who  is  the  Administrator  of  the  Rural  Electrification  Administra- 
tion within  the  Department  of  Agriculture. 

Mr.  Huff,  if  you  would  come  forward,  and  if  you  have  others  who 
will  be  joining  you,  would  you  please  identify  them.  We'd  be  happy 
to  receive  your  testimony.  If  you'd  care  to  summarize  your  written 
testimony,  without  objection,  your  complete  testimony  will  be  made 
a  part  of  the  record. 

STATEMENT  OF  JAMES  B.  HUFF,  ADMINISTRATOR,  RURAL 
ELECTRIFICATION  ADMINISTRATION,  U.S.  DEPARTMENT  OF 
AGRICULTURE 

Mr.  Huff.  Mr.  Chairman  and  members  of  the  subcommittee.  I 
appreciate  the  opportunity  to  be  here  to  discuss  the  commitment 
you  and  the  administration  share  in  getting  things  improved  in 
rural  America.  I  cannot  think  of  a  more  successful  role  model  than 
the  Rural  Electrification  Administration  for  improving  life  in  rural 
America  and  would  like  to  offer  a  brief  "state  of  the  agency." 

Mr.  Chairman,  rural  America  is  a  centerpiece  of  inspiration  for 
the  American  way  of  life.  As  you  well  know,  however,  life  in  rural 
America  is  not  just  tree-lined  streets  and  white  picket  fences.  In 
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most  rural  areas,  the  overall  economy  has  been  anemic  at  best,  and 
for  over  a  decade,  large  numbers  of  people  have  found  it  necessary 
to  leave  rural  areas  in  search  of  a  better  life.  Problems  associated 
with  high  unemployment  and  lack  of  educational  opportunities 
caused  many  rural  residents  to  remain  in  poverty.  This  assessment 
of  rural  America  is  not  mere  speculation,  but  rather  a  summary  of 
reports  compiled  by  credible  sources,  including  the  Economic  Re- 
search Service  of  the  USDA,  the  Aspen  Institute,  and  the  Office  of 
Technology  Assessment. 

The  economy  of  rural  America  was  once  primarily  dependent  on 
the  family  farm.  Today,  however,  America's  agricultural  industry 
competes  and  communicates  in  a  global  market  with  the  family 
farm  and  other  natural  resource  industries,  no  longer  providing  the 
primary  support  for  the  rural  economy.  Rural  America  is  in  transi- 
tion and  needs  the  infrastructure  to  participate  fully  in  the  new 
global  economy. 

REA  has  played,  and  will  continue  to  play,  a  major  role  in  pro- 
viding loans  for  electric  and  telephone  service  throughout  rural 
America.  Today,  virtually  all  rural  areas  have  reliable  electric  and 
telephone  service,  and  nearly  all  rural  electric  and  all  telephone 
borrowers  are  financially  successful  and  strong.  Nevertheless, 
REA's  work  is  far  from  complete.  Rural  America  is  changing,  and 
REA  can,  and  should,  play  a  role  in  the  changes. 

This  administration  and  your  committee,  Mr.  Chairman,  have 
one  overriding  goal  in  common,  and  that's  to  improve  the  quality 
of  life  in  rural  America.  Let  me  say  a  few  words  about  the  REA's 
potential  role  in  achieving  this  goal. 

More  than  ever,  there  is  a  cooperative  spirit  among  REA  employ- 
ees, management,  and  other  interested  parties.  Less  than  1  year 
ago,  when  I  came  on  board  as  the  Administrator  of  REA,  the  first 
order  of  business  was  to  begin  the  process  of  modernizing  and 
streamlining  service  to  its  borrowers.  An  agency  task  force  was  or- 
ganized to  process  ideas  and  solve  problems  that  in  the  past  have 
hampered  the  agency's  ability  to  efficiently,  and  prudently,  deliver 
program  services.  Last  October  all  REA  borrowers  were  asked  for 
suggestions  on  improving  program  delivery.  Since  then,  the  task 
force  has  been  working  with  ideas  and  implementing  them  wher- 
ever possible. 

I  might  add  that  input  has  been  coming  from  the  various  com- 
mittees that  have  been  appointed  by  the  different  trades  and  has 
been  very  helpful  in  accomplishing  much  of  this. 

I  agree  with  what  Secretary  Espy  has  said,  that  if  a  Government 
agency  isn't  first  and  foremost  service-oriented,  it  isn't  doing  its 
job.  With  this  charge  in  mind,  REA  has  refocused,  and  is  continu- 
ing to  refocus,  its  efforts  to  be  more  user-friendly  to  its  borrowers. 
For  example,  the  agency  has  been  working  to  develop  new  standard 
forms  of  mortgage  to  meet  the  needs  of  the  agency  as  well  as  those 
of  the  distribution  £ind  power  supply  borrowers.  The  agency  antici- 
pates that  the  new  mortgage  form  will  enable  financially  healthy 
borrowers  to  manage  their  operations  with  less  day-to-day  over- 
sight from  REA,  but  also  assist  those  borrowers  who  wish  to  obtain 
and  secure  finances  from  other  lenders. 

The  electric  program  recently  adopted  standards  and  procedures 
for  processing  insured  loan  applications.  This  process  has  improved 
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communications,  allowing  us  to  give  more  specific  information  to 
the  borrowers,  as  well  as  speeding  up  the  loan  processes  and  proce- 
dures. 

REA  has  recently  published  a  proposed  regulation  setting  forth 
policies  and  procedures  for  granting  lien  accommodations  and  sub- 
ordinations. This  will  allow  borrowers  to  secure  non-REA  financing 
in  a  more  expeditious  way. 

Moreover,  as  you  are  aware,  Mr.  Chairman,  REA's  responsibil- 
ities have  been  expanded  in  recent  years  beyond  the  longstanding 
electric  and  telephone  programs.  REA  is  administering  a  rural  eco- 
nomic development  program.  This  program  was  created  to  encour- 
age economic  development  and  job  creation  projects  in  rural  areas 
through  various  loans  and  grants.  The  program  has  been  successful 
because  of  the  extensive  network  of  borrowers  closely  connected  to 
rural  America. 

Since  1989,  REA  has  made  339  rural  economic  development 
loans,  for  a  total  of  $28.6  million,  to  electric  and  telephone  borrow- 
ers. These  loans  are  generally  reloaned  by  REA  borrowers  to  exist- 
ing businesses  and  other  community  organizations.  Projects  funded 
include  business  start-ups  and  expansions  and  community  projects 
such  as  fire  stations,  townhalls,  day  care  centers,  and  so  forth. 
Based  on  the  information  coming  from  the  applications,  7,613  new 
jobs  have  been  created  with  this  $28.6  million. 

I  would  also  like  to  announce  that  the  final  rule  for  the  Distance 
Learning  and  Medical  Link  Grant  Program  was  published  in  the 
Federal  Register  on  February  26.  As  you  know,  this  program  was 
created  to  enable  rural  communities  to  take  advantage  of  advanced 
telecommunications  and  technology  in  education  and  health  serv- 
ices. Simply  put,  it  would  allow  a  very  small  rural  hospital  to  com- 
municate with  large  urban  medical  centers,  providing  rural  com- 
munities access  to  up-to-date  diagnostics.  These  are  the  kinds  of 
things  that  we,  as  a  country,  need  to  do,  and  do  more  of,  to  provide 
access  to  health  care  services  for  all  Americans  while  keeping  med- 
ical costs  down.  A  total  of  $5  million  for  this  program  was  appro- 
priated in  fiscal  year  1993. 

Mr.  Chairman  and  members  of  the  committee,  REA  has  made 
great  progress  in  its  efforts  to  streamline  agency  services  and  keep 
up  with  the  times  and  the  needs  of  its  borrowers.  The  agency  has 
been  able  to  accomplish  many  things  for  rural  America,  but  there 
remains  a  significant  role  for  REA  in  the  areas  of  management,  fi- 
nancial, and  technical  advancement  assistance. 

The  Clinton  administration  is  in  the  process  of  developing  a 
budget  proposal  for  REA  that  would  allow  REA  to  continue  to  serve 
rural  America  while  reducing  costs  to  the  taxpayer.  As  you  and  the 
members  of  the  subcommittee  are  aware,  details  of  the  administra- 
tion's budget  proposal  are  still  in  the  process  of  being  finalized. 
Therefore,  until  the  President's  fiscal  year  1994  budget  is  formally 
submitted  to  Congress,  I  am  unable  to  provide  specifics  on  the  REA 
budget.  Once  the  budget  has  been  formally  presented  to  Congress, 
however,  we'd  be  glad  to  listen  to  your  thoughts  with  regard  to  the 
President's  economic  plan  and  look  forward  to  working  with  you  to 
ensure  the  efficient  use  of  limited  Federal  sources. 

Mr.  Chairman  and  members  of  the  committee,  the  role  of  REA 
in  rural  America  may  be  changing,  but  it  still  has  a  role  just  as 
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important  as  ever.  We  cannot  afford  to  continue  to  do  business  as 
usual.  The  deficit  our  Nation  faces  is  harmful  to  the  economy,  and 
the  President's  proposal  to  streamline  REA  will  be  mindful  of  rural 
America's  needs  as  well  as  the  Nation  as  a  whole. 

I'd  be  glad  to  attempt  to  answer  any  questions,  Mr.  Chairman. 

[The  prepared  statement  of  Mr.  Huff  appears  at  the  conclusion 
of  the  hearing.] 

Mr.  English.  Thank  you  very  much,  Mr.  Huff.  I  appreciate  your 
testimony.  Critics  charge  that  this  program  is  one  whose  time  has 
come  to  end,  that  it's  been  around  since  the  mid-1930's  and  is  no 
longer  needed,  that  we've  got  electricity  out  to  most  farmhouses 
and  we've  got  telephone  service  out  to  more  farmhouses.  Is  that 
your  opinion? 

Mr.  Huff.  No,  sir,  Mr.  Chairman,  I  do  not  feel  it  is  finished.  I'm 
a  recipient  of  those  services,  have  been  all  my  life,  and  I  know 
what  it's  done,  and  I  know  what  we  need  to  continue  to  do  in  rural 
America. 

Mr.  English.  Is  there  still  a  cost  as  far  as  maintaining  and  im- 
proving the  ability  to  deliver  electricity  and  telephone  service  to 
rural  communities? 

Mr.  Huff.  Are  you  speaking  in  terms  of  the  subscribers  per  mile? 

Mr.  English.  No,  I'm  just  talking  about  maintaining  a  system. 

Mr.  Huff.  Sure. 

Mr.  English.  Is  there  a  substantial  cost  involved? 

Mr.  Huff.  To  keep  up  with  proper  maintenance  and  to  keep  up 
with  the  changing  technology,  there's  always  a  challenge  out  there 
for  us  to  do  that. 

Mr.  English.  So  there's  more  to  it  than  just  simply  stringing  a 
wire  out  and  attaching  a  telephone  to  it  or  some  kind  of  an  elec- 
trical appliance  to  it. 

Mr.  Huff.  That's  right.  Yes,  sir. 

Mr.  English.  What  do  you  have  as  far  as  loan  applications  on 
hand?  Do  you  have  loan  applications  from  rural  electric  coopera- 
tives and  from  telephone  companies  to  improve  the  service,  or  have 
you  fulfilled  all  those  loan  application  needs? 

Mr.  Huff.  Mr.  Chairman,  on  the  telephone  side,  we  finished  up 
the  year  rather  current  with  loans.  On  the  electrical  side,  we  have 
a  backlog  of  about  195  loans  totaling  nearly  $700  million,  and  that 
backlog  has  been  there  for  several  years.  It  just  carries  forward. 
For  our  budget  in  1993,  we  have  just  under  $700  million  budgeted, 
so  if  everything  goes  as  normal,  we  will  end  1993  with  about  the 
same  backlog  we  have  now. 

Mr.  English.  What  dollar  amount  in  the  way  of  loans  does  the 
REA  make  today  as  opposed  to,  say,  they  did  in  1980? 

Mr.  Huff.  It's  $675  million  now  as  compared  to  about  $870  mil- 
lion in  1980. 

Mr.  English.  So  you've  had  a  reduction  of  $200  million  in  money 
that's  available  to  make  loans  since  1980,  in  the  last  12  years,  but 
you  have  a  $700  million  backlog  as  far  as  completed  loan  applica- 
tions are  concerned?  Is  that  correct? 

Mr.  Huff.  That's  correct. 

Mr.  English.  Well,  it  doesn't  sound  like  the  demand  has  been 
met,  then. 

Mr.  Huff.  Well,  it's  obvious  that  the  backlog  speaks  to  that,  yes. 
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Mr.  English.  Mr.  Barrett. 

Mr.  Barrett.  Thank  you,  Mr.  Chairman. 

I  notice  that  in  terms  of  the  rural  economic  development,  you 
talked  about  339  loans,  and  you  talked  about  loans  to  fire  stations 
and  townhalls  and  day  care  centers  and  so  on  and  so  forth.  Has 
the  administration  considered  restructuring  the  REA  requirements 
to  perhaps  a  more  narrow  definition  to  save  money — i.e.,  only  to 
farms,  ranches,  or  whatever  the  case  may  be?  Has  that  ever  been 
considered? 

Mr.  Huff.  Congressman,  not  since  I've  been  on  board.  The  zero 
interest  loans  have  been  increased  from  a  $100,000  maximum  to 
$400,000  just  recently,  but  the  requirements  for  those  loans  remain 
the  same. 

Mr.  Barrett.  Would  you  have  any  idea  of  how  many  2  percent 
loans  are  on  the  books  right  now? 

Mr.  Huff.  In  total  loans? 

Mr.  Barrett.  Yes. 

Mr.  Huff.  We  have  not  made  a  2  percent  loan  in  the  electrical 
area  since  I've  been  here,  and  I  think  two  in  the  telephone  area. 

Mr.  Barrett.  Have  2  percent  loans  been  made  this  fiscal  year? 

Mr.  Huff.  No,  sir. 

Mr.  Barrett.  Assuming  that  the  rate  would  be  increased  to  5 
percent  or  6  percent  or  whatever,  would  you  expect  that  that  would 
affect  your  backlog  of  loan  applications  in  an  adverse  way?  Would 
these  people  be  going  elsewhere? 

Mr.  Huff.  That's  hard  to  answer.  Congressman.  I  really  at  this 
stage  couldn't  address  that.  We're  doing  lots  of  analytical  work  now 
in  that  respect.  I  really  don't  have  data  that  would  say  yes  or  no 
to  that. 

Mr.  Barrett.  Thank  you. 

Thank  you,  Mr.  Chairman. 

Mr.  Huff.  We  will  later  on  know  more  about  that,  though. 

Mr.  English.  Mr.  Johnson. 

Mr.  Johnson.  The  numbers  that  have  been  shared  with  me  indi- 
cate that  the  taxpayer  subsidy  for  municipal-owned  electrics  is  over 
twice  what  the  subsidy  is  for  REC's,  and  that  for  investor-owned 
it  is  50  percent  more  than  what  the  REC  subsidy  is.  Do  those  num- 
bers sound  roughly  correct  to  you? 

Mr.  Huff.  I've  only  read  the  numbers.  We  are  in  the  process  of 
analyzing  those  numbers,  but  we  have  not  done  that  as  of  yet.  But 
we  are  in  the  process  of  doing  it. 

Mr.  Johnson.  A  lot  of  the  criticism  that  has  been  directed  at  the 
Rural  Electric  System  has  focused  on  a  handful  of  affluent  areas 
that  wind  up  in  a  service  area  of  an  REA,  and  that  leads  to  the 
argument  that  obviously  the  necessity  for  REA  systems  has  out- 
lived its  time  and  so  on.  Some  of  those  areas  are  parts  of  much 
larger  rural  low-income  areas,  but  are  there  some  REA's  that 
frankly  could  be  properly  taken  from  a  system  that  can  sustain 
themselves?  Have  we  ever  gone  through  any  kind  of  comprehensive 
analysis  to  find  out  if  there  are  a  handful  of  co-ops  out  there  that 
could  do  without  any  Federal  support? 

The  reason  I  raise  the  issue  is  that  I  think  there  may  be  a  couple 
of  systems  that  are  undermining  the  credibility  of  the  entire  rest 
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of  the  country's  system,  and  I  wonder  if  some  review  has  taken 
place. 

Mr.  Huff.  We  are  doing  an  in-depth  analysis  now  of  loans  that 
have  been  made  in  the  last  year  and  a  half,  and  then  we're  also 
taking  a  random  sample  from  our  backlog  of  195  loans.  We're  going 
to  use  75  of  those  to  do  some  in-depth  analyses  to  determine  and 
to  answer  questions  just  like  what  you  asked.  But  we  do  not  have 
that.  It  will  be  several  weeks  out,  and  when  we  do,  we'll  be  glad 
to  forward  our  information  to  the  chairman. 

Mr.  Johnson.  Please  do  that.  This  may  not  be  entirely  fair,  but 
if  we  wind  up  with  a  significant  reduction  in  funding  available  for 
REA's  and  everything  else  that  we're  doing  in  the  course  of  driving 
down  the  Federal  budget  deficit,  do  you  have  any  alternative  ideas 
of  how  we  might  find  some  savings  and  still  meet  the  most  critical 
REA  loan  needs  that  are  out  there?  For  instance,  is  there  more 
that  we  can  do  in  terms  of  means  testing,  particularly  based  on 
surplus  funds  that  some  co-ops  might  have?  Can  we  somehow  link 
rates  to  the  municipality  rate?  Could  we  authorize  REA's  to  use  the 
kind  of  bonded  indebtedness  that  the  immunities  have?  Are  any  of 
these  ideas  things  that  your  agency  has  given  some  thought  to? 

Mr.  Huff.  Yes,  we've  given  thought  to  it,  and  we  feel  that  a 
method  of  prioritizing  loans  would  be  in  order,  but  that  will  not 
satisfy  the  backlog.  That  will  only  put  them  in  the  order  in  which 
maybe  the  need  is  the  greatest.  The  only  tool  that  we  have  in  our 
present  budget  for  1993  on  the  backlog  is  to  encourage  borrowers 
to  move  from  the  direct  insured  money  to  the  guaranteed  program, 
where  we  do  have  money,  and  some  do  that.  Some  probably  can't 
because  they  can't  afford  it.  But  that's  the  only  tool  that  we  have 
to  work  with  at  this  particular  time. 

Mr.  Johnson.  All  right.  I  have  nothing  further. 

Mr.  English.  A  very  quick  follow-up  on  that,  Mr.  Huff.  In  a  case 
where  that  should  happen — and  let's  take  a  company  that's  par- 
ticularly struggling,  one  that  desperately  needs  low-interest 
loans — if  they're  unable  to  acquire  those  loans,  does  that  place  in 
jeopardy  any  other  loans  or  obligations  to  the  Federal  Government 
if  in  fact  some  kind  of  accommodation  is  not  made  in  that  area? 
What  I'm  thinking  about  is,  is  there  linkage  with  many  of  these 
loans  that  maybe  appear  on  the  surface  to  be  a  simple  loan  to  a 
cooperative,  but  if  that  cooperative  gets  in  trouble,  it  may  in  fact 
spread  to  others  who  have  loans  with  the  Federal  Government  and 
jeopardize  those  loans? 

Mr.  Huff.  It  could  be  far-reaching.  It  sure  could.  It  depends 
upon  the  individual  situation. 

Mr.  English.  So  there's  a  delicate  balance  that  has  to  be  main- 
tained and  kept  in  mind  at  all  times.  Is  that  correct? 

Mr.  Huff.  That's  right. 

Mr.  English.  Is  it  not  also  true  that  in  the  entire  history  of  this 
program,  over  50  years,  I  believe,  there's  only  been  one  true  default 
on  a  loan?  There's  only  been  one  loss  to  the  Federal  Government, 
something  in  the  neighborhood  of  $40,000? 

Mr.  Huff.  I  don't  know  the  figure.  I  do  hear  that  it's  very  small, 
but  I'm  not  sure  of  that  figure.  I'm  told  it's  two  loans  for  $43,000. 

Mr.  English.  Two  loans  for  $43,000,  and  that's  over  a  50-year 
period? 
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Mr.  Huff.  I'm  sorry,  it's  one  loan  for  $43,000. 

Mr.  English.  One  loan  for  $43,000,  and  that's  over  a  50-year  pe- 
riod. Is  that  correct? 

Mr.  Huff.  That's  right. 

Mr.  English.  And  that's  both  electric  and  telephone  programs? 

Mr.  Huff.  No  loss  in  telephone. 

Mr.  English.  Do  you  have  any  idea  over  that  50-year  period  how 
much  money  has  been  loaned  out? 

Mr.  Huff.  Well,  if  I'm  right,  our  loan  portfolio  is  $63  billion,  and 
it's  probably  down  to  $38  billion  to  $40  billion  now,  so  the  dif- 
ference between  that  has  been  paid  off. 

Mr.  English.  Do  you  know  of  any  other  Federal  agency  that  has 
made  loans  that  has  a  record  close  to  that? 

Mr.  Huff.  I'm  not  aware  of  that. 

Mr.  English.  Thank  you. 

Mr.  Nussle. 

Mr.  Nussle.  Thank  you,  Mr.  Chairman. 

When  I  was  home  this  weekend,  I  visited  with  a  number  of  my 
constituents,  and  they  said  the/re  getting  kind  of  tired  of  the  atti- 
tude of  Congressmen  in  Washington  of  "Cut  everything,  but  don't 
cut  in  my  own  backyard."  Well,  we're  here  today  to  talk  a  little  bit 
about  our  backyard,  I  have  the  feeling.  I'm  one  of  those  people  that 
have  one  of  those  white  picket  fences  you  described  in  your  testi- 
mony, so  I  think  we're  talking  about  our  backyard. 

In  defense  of  Mr.  English's,  I  think,  very  accurate  description  of 
the  criticism  of  REA,  you  said,  "I've  been  a  recipient  of  those  serv- 
ices, and  I  know  what  they've  done."  What  have  they  done? 

Mr.  Huff.  I  think  REA  has  been  the  catalyst  for  bringing  rural 
America  to  where  it  is  today.  Without  electricity  and  without  com- 
munication, we  wouldn't  have  anything  to  build  on.  When  I  said 
I've  been  a  part  of  that,  I  saw  both  of  those  services  brought  to  my 
home  during  my  earlier  life,  and  I  know  what  it  can  do.  It  is  the 
basis  for  economic  development,  and  in  my  opinion,  rural  America 
deserves  the  quality  of  life  that  anybody  else  has  in  this  country. 
I  think  that  REA  has  provided  the  basic  services  that  are  needed 
to  build  a  strong  economic  base  for  rural  America. 

Mr.  Nussle.  How  much  of  the  United  States  is  now  not  elec- 
trified? How  many  rural  areas  are  not  electrified  or  not  receiving 
telephone  service? 

Mr.  Huff.  Well,  we  say  that  in  electrical  services  we're  99  per- 
cent-plus. We  have  a  few  pockets  in  remote  areas  that  do  not  have 
electricity.  I  guess  the  main  challenge  that  we  have  now  is  prob- 
ably in  the  Upper  Alaska  areas  where  there  are  small  villages,  and 
they're  trying  to  serve  that  through  a  cluster  of  co-ops.  But  for  all 
practical  purposes,  rural  America  has  electricity. 

Mr.  Nussle.  Do  those  areas  that  you  just  described  have  applica- 
tions pending  before  the  REA  for  electrical  service  or  telephone 
service? 

Mr.  Huff.  Yes,  there's  some  analytical  work  being  done  by  the 
group  in  Alaska  now  on  trying  to  expand  the  services  there,  and 
we're  working  with  them  and  furnishing  information  to  assist  them 
in  their  efforts. 

Mr.  Nussle.  Well,  my  concern  is  with  your  testimony  where  you 
say  on  page  1,  "In  most  rural  areas,  the  overall  economy  has  been 
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anemic  at  best,  and  for  the  last  decade,  large  numbers  of  people 
have  found  it  necessary  to  leave  rural  areas  in  search  of  a  better 
life."  You  go  on  to  indicate  that  there  are  many  places  that  you  get 
that  kind  of  information  from.  My  concern  is,  where  has  REA  been? 
I  mean,  you  said  that  REA  is  part  of  the  reason  why  things  are 
going  so  well,  but  then  you  tell  us  that  things  aren't  going  so  well. 
Maybe  REA  is  not  doing  its  job,  or  maybe  there's  a  better  way  to 
do  the  job  of  rural  development  in  America. 

For  example,  the  Rural  Development  Administration.  Why  do  we 
have  the  REA,  whose  mission  appears  to  be  rural  development,  and 
a  Rural  Development  Administration,  whose  mission  appears  to  be 
rural  development,  and  the  Agriculture  Department  and  Exten- 
sion? I  mean,  what  are  all  these  people  doing,  and  is  there  a  coordi- 
nation of  service?  Is  there  a  way  that  we  can  save  money  through 
restructuring  or  downsizing?  Is  this  what  the  Clinton  administra- 
tion is  going  to  be  providing  to  us?  And  if  you  would  comment  on 
that,  what  suggestions  have  you  made  with  regard  to  reorganizing 
rural  development  for  the  United  States? 

Mr.  Huff.  I'm  sure  that  Secretary  Espy  is  looking  into  that.  He 
has  promised  that  he  will,  and  I'm  sure  in  due  time  that  he  will 
seek  my  opinion  and  an  opinion  from  REA. 

Mr.  NUSSLE.  What  is  your  opinion? 

Mr.  Huff.  I  don't  think  it  would  be  appropriate  for  me  to  talk 
about  my  opinion  before  I  talk  about  it  with  the  Secretary. 

Mr.  NusSLE.  Well,  my  concern  is  that  I'm  asked  back  home, 
"Nussle,  where  are  your  specifics?  We  want  to  know  what  you're 
going  to  do.  We  want  to  hear  your  cuts.  We  want  to  know  what 
you're  going  to  do.  We  want  to  hear  your  restructuring.  We  want 
to  hear  your  reorganization.  We  want  to  find  out  how  you're  going 
to  develop  rural  America.  We  want  to  get  jobs  out  here.  We  need 
electricity,  we  need  telephone  service,  we  need  all  those  things. 
You're  the  man."  What  advice  are  you  going  to  tell  President  Clin- 
ton when  he  says,  "Mr.  Huff,  I  need  your  advice."  What  are  you 
going  to  tell  him? 

Mr.  Huff.  I'll  promise  you  this,  that  I  will  carry  the  message 
back.  I  understand  you  clearly,  and  we'll  get  back  to  you  with  infor- 
mation, but  I  don't  feel  at  liberty  to  speak  at  this  time. 

Mr.  Nussle.  Well,  that's  a  real  concern  for  me,  because,  I'll  be 
quite  honest  with  you,  with  "60  Minutes"  and  "20/20"  and  all  these 
other  people  that  are  coming  attacking  you  and  attacking  us  and 
rural  America  over  REA  and  funding,  when  we  hear  about  all  of 
the  dichotomies  and  special  interests  that  are  going  on  that  are 
protecting  all  their  little  nest  eggs,  I've  got  to  defend  it  somehow, 
and  you're  not  giving  me  any  way  to  defend  it.  So  when  someone 
back  home  says,  "Nussle,  how  come  you  won't  cut  your  own  back- 
yard?," I  have  a  difficult  time  saying,  "Hey,  REA  is  one  of  those 
things  I  can't  cut.  I  am  not  willing  to  reorganize.  I'm  not  willing 
to  downsize." 

So  until  you  give  us  that  information,  I've  got  to  side  with  the 
folks  that  are  saying  we've  got  to  look  at  everything,  including 
REA,  and  it  may  require  downsizing,  it  may  require  total  elimi- 
nation or  reorganization.  But  until  you  give  me  that  information, 
I  have  to  be  honest  with  you  and  say  I'm  kind  of  at  a  loss  of  what 
to  do. 
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Mr.  Huff.  I  understand,  and  I'll  carry  the  message  back. 

Mr.  NUSSLE.  I  guess  that's  what  I  thought  you  were  getting  paid 
for,  but  maybe  I'm  mistaken.  Isn't  that  your  job,  to  make  that  de- 
termination and  to  give  us  that  recommendation? 

Mr.  Huff.  Well,  if  I  understood  you  right.  Congressman,  you 
were  asking  me  to  comment  on  other  departments  over  which  I 
have  no  control,  and  that's  the  reason  I  said  I  think  it  would  be 
best  if  I  took  your  concerns  back  and  discussed  them  with  the  ap- 
propriate people,  and  I  promise  you  I'll  do  that. 

Mr.  English.  I  think  the  gentleman's  time  has  expired.  I  let  him 
go  a  little  bit  over  his  time.  I  thought  maybe  he  was  going  to  pro- 
vide us  with  a  list.  Do  you  have  a  list  of  those  cuts  that  you're  sug- 
gesting? 

Mr.  NusSLE.  Mr.  Chairman,  I'm  about  ready  to  provide  a  list  if 
I  don't  get  some  answers,  and  it  may  include  the  list  that's  sitting 
right  here  at  the  table,  and  that's  the  problem  I've  got. 

Mr.  English.  I  think  the  gentleman  is  going  to  have  that  oppor- 
tunity in  this  committee,  because,  as  I  pointed  out,  this  committee 
has  already  committed  not  only  to  the  President,  but  to  the  Budget 
Committee,  to  the  Congress,  and  to  the  Nation  that  in  fact  we  will 
meet  the  bottom-line  numbers.  We  reserve  the  right  as  to  what 
that  mix  will  be,  and  I'm  assuming  that  the  gentleman  will  want 
to  have  input  as  to  what  that  will  be,  so  I  would  imagine  each  of 
us  are  going  to  be  hearing  from  our  constituents  wanting  to  know 
where  are  we  going  to  come  up  with  those  cuts  to  meet  those  num- 
bers. So  instead  of  Mr.  Huff,  I'm  afraid  it's  going  to  be  on  us  to 
make  those  decisions  ultimately,  not  Mr.  Huff. 

Mr.  NusSLE.  Well,  if  the  gentleman  would  yield,  and  I  appreciate 
this,  what  I'm  trying  to  do,  though,  Mr.  Chairman,  is  to  gather  that 
information,  because  my  constituents  back  home  listen  to  the  same 
TV  that  we  do,  "60  Minutes"  and  "20/20,"  and  they  say,  "What  are 
these  things  for?"  Ihe^re  asking  me  the  questions  that  I  need  to 
ask  of  this  particular  witness,  and  if  he  can't  answer  it,  how  am 
I  going  to  be  able  to  answer  it?  That's  my  concern. 

Mr.  English.  Well,  let  me  inform  the  gentleman  just  a  little  bit 
about  that.  I  had  the  opportunity  to  be  interviewed  by  "60  Min- 
utes" and  "Primetime  Live."  I  think  that  interview  lasted  for  some- 
thing like  an  hour  and  a  half  in  each  case.  I  think  of  the  response 
time,  "60  Minutes"  was  something  like  10  seconds,  maybe  20  sec- 
onds, something  like  that.  Maybe  a  little  bit  longer.  "Primetime 
Live,"  after  an  hour  and  a  half  interview,  I  was  told  that  the  REA 
piece  was  an  editorial.  Now,  there  was  nothing  said  on  "Primetime 
Live"  when  it  was  shown  to  the  public  about  it  being  an  editorial 
piece,  but  that's  what  I  was  told. 

I  suppose  it  gets  down  to  the  same  basic  situation,  and  maybe 
that's  what  you  ought  to  tell  your  constituents,  that  basically 
they're  interested  in  a  good  story.  They're  not  interested  in  the 
facts.  So  I  think  that  that  might  be  something  that  this  subcommit- 
tee should  look  into.  We  ought  to  lay  out  exactly  what  the  facts  are 
so  each  and  every  member  has  a  chance  to  go  back  and  make  sure 
that  their  constituents  understand  what  the  facts  are,  as  opposed 
to  getting  an  unannounced  editorial  piece.  So  I  think  the  gen- 
tleman makes  a  good  point  in  that  area,  and  it's  one  that  we  need 
to  look  at  very  closely. 
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But  I've  been  very  disturbed,  I've  got  to  say,  that  there  seems  to 
be  a  bandwagon  effect  of  trying  to  tell  a  story  rather  than  get  the 
facts  by  some  in  the  news  media,  and  I  don't  think  that's  helpful 
in  this  kind  of  a  process  that  we're  dealing  with  now. 

Mr.  POMEROY.  Mr.  Chairman,  will  you  yield? 

Mr.  English.  I'd  be  happy  to  yield. 

Mr.  POMEROY.  It  seems  to  me  that  we  have  a  role  in  this,  and 
that  rather  than  asking  REA  and  Washington  to  tell  us  the  success 
stories  of  the  rural  electric  program,  it's  up  to  us  to  look  within  our 
own  districts  and  find  the  grassroots  examples  of  how  this  is  in  fact 
providing  rural  development.  In  the  rural  communities  across  my 
State,  we  see  the  rural  electric  co-op  director  actively  involved  in 
the  economic  development  group  that  the  smallest  towns  are  put- 
ting together,  actively  providing  the  driving  force,  the  initiative, 
the  resources  to  make  things  happen  in  the  rural  communities.  I 
think  that  this  is  a  grounds-up  story  and  that  we  can  play  an  im- 
portant role  in  bringing  examples  from  our  own  districts,  rather 
than  actually  waiting  for  Washington  to  tell  the  folks  back  home. 

Mr.  English.  Well,  that's  what  this  committee  is  going  to  have 
to  decide.  We're  going  to  have  to  make  some  very  difficult  decisions 
within  the  programs  under  our  jurisdiction  as  to  where  we're  going 
to  put  the  priorities  and  emphasis  for  the  future,  and  of  course, 
that's  what  this  hearing  is  all  about  today,  beginning  to  determine 
exactly  where  we  want  to  go  and  how  we  want  to  do  that. 

Mr.  Minge,  I'm  sorry,  we've  encroached  a  bit  on  your  time.  You're 
next. 

Mr.  Minge.  I'd  like  to  begin  by  complimenting  you,  Mr.  Huff,  for 
what  I  understand  is  the  positive  attitude  that  you've  brought  to 
the  Rural  Electrification  Administration.  As  someone  who's  worked 
with  the  program  for  many  years,  I  followed  with  some  dismay  the 
demoralizing  era  of  the  1980's,  and  you  were  certainly  a  breath  of 
fi*esh  air.  I'm  also  impressed  with  the  interest  that  you've  shown 
in  improving  the  REA,  and  I'd  like  to  make  a  couple  of  comments 
and  just  ask  for  a  brief  reaction  to  them. 

First,  with  respect  to  the  loan  process,  as  one  who's  participated 
in  that  loan  process  as  an  attorney  for  a  local  cooperative,  I've 
found  it  to  be  cumbersome.  The  forms  are  complex.  I  realize  any 
financing  transaction  is  complex,  but  it's  complex  beyond  what  I, 
as  an  attorney,  felt  was  ever  necessary.  I  would  hope  that  the 
forms  could  be  a  little  bit  better  tailored  to  the  use  in  individual 
States  in  which  they  are  supposed  to  be  used  and  that  we  don't  fall 
into  a  lot  of  legal  uncertainties  and  ambiguities  that  we  experience 
with  the  national  form  that  is  one-size-fits-all.  I'm  not  sure  if  this 
is  something  you've  been  looking  into,  but  if  you  could  at  least  take 
it  back  to  your  people  in  the  Office  of  General  Counsel  and  other- 
wise. 

Mr.  Huff.  It's  a  top-priority  item,  and  we  have  a  committee 
working  on  revising  the  mortgage.  I  will  tell  you  that  our  people 
understand  through  the  efforts  of  the  task  force  that  we've  created 
that  we  want  to  remove  all  red  tape  that  we  can,  and  we  will 
streamline  our  agency  to  the  fullest  extent  without  violating  any 
laws,  and  that's  our  intent,  to  try  to  be  more  responsive  to  our  peo- 
ple. We've  got  to  communicate  better,  we've  got  to  be  faster  on  our 
loan  making,  and  that  is  of  a  top  priority.  That's  what  we  talk 
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about  service  when  we  refer  to  user-friendly  service,  and  that's 
what  we're  working  on,  I  can  assure  you  that. 

Mr.  MiNGE.  And  as  I  understand  it,  you  are  working  with  the 
NRECA  and  with  the  State  organizations  and  sohciting  their  input 
and  recommendations.  I  hope  that  they  have  representatives  on 
this  task  force  to  provide  that  type  of  input  on  a  regular  basis. 

Mr.  Huff.  Very  definitely.  In  fact,  the  chairman  of  the  NRECA 
committee  that  has  had  a  strong  voice  in  suggestions  is  here  today. 
At  least,  I  met  him  a  few  minutes  ago.  We  are  working  with  him 
very  closely. 

Mr.  MiNGE.  One  other  feature  of  the  program  that  concerns  me 
is  the  audit  process,  and  I  have  observed  that  there  can  be  as  many 
as  three  audits  that  go  on — Cooperative  Finance  Corporation,  REA, 
and  then  the  local  cooperative's  own  external  auditing  firm  that  is 
providing  a  very  comprehensive  audit  report,  which,  in  turn,  is  de- 
livered to  you  at  REA.  I'm  wondering  if  there's  any  prospect  of  hav- 
ing the  auditing  arm  of  REA  work  more  closely  with  the  external 
auditors  that  are  doing  work  for  the  local  cooperatives  to  avoid 
some  of  the  frustration  that  I  think  local  cooperatives  are  experi- 
encing with  inconsistent  audit  evaluations. 

Mr.  Huff.  I  think  we're  addressing  that.  We're  having  work  ses- 
sions, seminars  that  are  put  on  by  our  accounting  department,  and 
all  of  the  outside  auditors  are  brought  in,  and  they  spend  3  days 
going  over  all  the  changes  in  deeds.  Communication  has  vastly  im- 
proved in  that  area,  and  I  hope  we'll  see  some  results  from  that. 

Mr.  MiNGE.  Because  I've  seen  inconsistent  audit  analyses  from 
various  individuals,  and  it  leads  to  some  people  tearing  their  hair 
out  and,  on  occasion,  tremendous  amounts  of  time  being  spent  by 
personnel  in  local  rural  electric  cooperatives  trjdng  to  comply  with 
REA  requests  which  really  are  nitpicking  and,  I  think,  unfortunate. 
And  I'm  not  laying  this  at  your  feet,  but  I  guess  I'm  bringing  it  up 
because  I  would  like  to  see  this  as  something  that's  addressed  to 
make  life  for  all  of  us  a  little  easier. 

Mr.  Huff.  That  could  fall  into  the  category  of  some  redtape  we're 
talking  about.  [Laughter.] 

I'm  not  sure  about  that.  But  we're  looking  at  areas  like  that. 

Mr.  MiNGE.  Well,  again,  I'd  like  to  compliment  you  on  the  posi- 
tive spirit  you've  brought  to  the  agency. 

Mr.  Huff.  Thank  you.  I  appreciate  that. 

Mr.  English.  Mr.  Barlow. 

Mr.  Barlow.  Yes,  sir.  I  come  from  western  Kentucky  and  worked 
for  a  while  before  I  got  here  with  a  small  company  that  serviced 
the  rural  telephone  companies.  We  remanufactured  equipment  for 
them.  I  don't  know  much  about  electrical  engineering.  I  maybe  just 
know  enough  to  be  a  little  dangerous. 

The  feeling  we  all  got  out  of  the  elections  last  November  is  that 
people  across  America  are  tired  of  business  as  usual,  especially  if 
it  keeps  costing  them  money.  But  they  want  to  be  moving  ahead 
with  new  technologies,  and  they  want  to  be  continuing  to  improve 
their  lives,  especially  in  rural  areas,  as  we  all  know.  I've  become 
interested  just  as  an  onlooker  in  some  of  the  new  technologies  that 
tie  the  traditional  telephone  and  the  electric  power  distribution  to- 
gether in  single-line  systems  and  in  interactive  video,  which  would 
have,  as  you  all  have  probably  investigated,  medical  applications  in 
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rural  areas,  and  I  believe  there's  even  some  legislation  along  those 
lines. 

I  think  this  is  just  the  beginning  of  something  that  could  be  a 
revolution  in  making  rural  life  so  much  more  enjoyable  and  fulfill- 
ing for  people.  I'm  thinking  in  terms  of  senior  citizens  who  are  in 
homes  in  rural  areas  and  visiting  nurses  being  able  to  check  on 
their  medical  prescriptions  and  whether  they're  eating  properly.  I'd 
like  to  see  if  the  REA's  and  the  telephone  industry  could  perhaps 
come  up  with  some  new  ideas  and  some  ways  of  getting  across  tra- 
ditional regulatory  lines,  much  like  MCI  did  with  the  telephone  in- 
dustry, and  come  up  with  projects  that  will  meet  specific  needs, 
keeping  farmers  up  to  speed  on  new  engineering  solutions  to  their 
problems  in  the  field  and  conservation  technologies. 

I'm  frustrated  in  western  Kentucky  when  I  go  around  to  USDA 
offices  and  so  many  people  are  out  having  to  travel  across  the  State 
for  meetings.  The/re  not  able  to  be  in  their  office  for  days  on  end 
because  they  have  to  be  in  Lexington,  300  miles  away,  for  a  meet- 
ing, and  that's  an  overnight  stay.  So  much  of  this,  I  think,  could 
be  handled  with  these  new  technologies  that  are  coming  on-line. 
What  can  you  all  come  out  with  or  what  can  you  promote  through 
the  structure  of  the  rural  telephone  industry  and  the  rural  electric 
industry  to  come  up  with  some  good  programs  and  maybe  some 
cases  that  we  can  get  to  work  on? 

Mr.  Huff.  Congressman,  I'm  probably  less  of  an  engineer  than 
you  are,  but  I  do  know  that  there  are  tremendous  opportunities  in 
telecommunication,  and  from  what  I've  learned  about  since  I've 
been  here,  we  haven't  scratched  the  surface  of  technology.  I  do 
think  it's  something  that  we  are  going  to  have  to  address,  and  I 
can't  answer  your  question  at  this  time  on  what  we're  going  to  do, 
but  we  will  certainly  take  a  look  and  be  a  part  of  whatever  we  can 
be,  and  whatever  will  strengthen  that  in  rural  America,  we'll  do 
that. 

Mr.  English.  Mr.  Pomeroy. 

Mr.  Pomeroy.  Thank  you. 

Mr.  Huff,  in  addition  to  the  subsidized  loans  which  we're  talking 
about  this  morning,  the  Rural  Electrification  Administration  also 
administers  other  loan  programs  to  rural  electric  or  rural  telephone 
cooperatives.  Is  that  correct? 

Mr.  Huff.  That's  correct. 

Mr.  Pomeroy.  How  is  the  interest  rate  on  these  loans  calculated? 

Mr.  Huff.  The  guaranteed  money  is  the  Treasury  rate  plus  one- 
eighth. 

Mr.  Pomeroy.  What  is  the  time  of  these  loans,  the  duration? 

Mr.  Huff.  Thirty-five  years. 

Mr.  Pomeroy.  You,  then,  would  have  under  your  loan  portfolio 
a  substantial  amount  of  loans  that  would  be  locked  in  at  interest 
rates  calculated  at  much  higher  interest  rate  times.  Is  that  correct? 
You've  got  a  fair  amount  of  high-interest  paper  in  your  portfolio. 

Mr.  Huff.  Yes. 

Mr.  Pomeroy.  If  I  were  a  rural  electric  or  rural  telephone  cooper- 
ative, what  would  be  my  opportunities  to  refinance  under  these 
programs? 

Mr.  Huff.  Well,  it  depends  on  whether  or  not  they  meet  the  cri- 
teria for  refinancing.  I  think  the  loan  has  to  be  12  years  old  and 
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older,  and  they  can  refinance.  We  call  that  repricing.  The  problem 
with  that,  if  I  understand  you  right,  is  that  we  have  to  charge  that 
against  our  guaranteed  budget  when  that  happens.  That's  a  budg- 
eted item,  just  like  it  were  a  new  loan. 

Mr.  POMEROY.  In  essence,  then,  there  are  some  fairly  substantial 
impediments  to  refinancing  both  from  a  criteria  standpoint,  but 
also  an  agency  standpoint? 

Mr.  Huff.  Yes,  but  the  way  it  has  been  running,  we  do  not  have 
that  many  requests  for  guaranteed  electric  loans,  so  we  do  have 
that  money  available  there,  and  whether  or  not  the  new  loans  in- 
crease, if  they  don't,  then  we  use  that  money  for  refinancing.  We 
use  the  entire  guaranteed  money  on  the  electrical  side,  but  we  give 
priority  to  the  new  loans  first. 

Mr.  PoMEROY.  Are  there  steps  that  this  committee  might  con- 
sider that  would  improve  the  ability  of  your  agency  to  serve  its  bor- 
rowers in  the  refinancing  area? 

Mr.  Huff.  I  really  would  need  to  give  that  some  thought.  I'd  be 
glad  to  do  that  and  get  back  to  the  committee  on  that. 

Mr.  POMEROY.  That  certainly  is  an  issue  I  am  interested  in.  In 
the  event  the  cuts  proposed  appear  to  be  inevitable,  I  would  very 
much  like  to  explore  some  of  these  other  issues  which  might  have 
a  mitigating  impact. 

Mr.  Huff.  We'll  be  glad  to  do  that. 

Mr.  English.  I  believe  the  gentleman  is  referring  to  lien  accom- 
modation considerations,  and  I  think  that's  an  excellent  point. 
That's  something  that  obviously,  if  adjustments  are  made,  we 
would  want  to  take  into  consideration,  and  it's  something  that  this 
committee  has  proposed  in  the  past. 

Mrs.  Thurman. 

Mrs.  Thurman.  Mr.  Huff,  in  the  information  that's  been  given  to 
me  from  Florida  and  looking  at  some  references,  they  talk  about 
the  lOU's  getting  an  annual  assistance  per  customer  of  about 
$61.89,  annual  assistance  per  customer  for  municipalities  at 
$93.37,  while  your  rural  electrics  are  subsidized  maybe  at  about 
$46.25.  Are  those  pretty  accurate  numbers? 

Mr.  Huff.  I  really  can't  comment.  We're  analyzing  the  numbers, 
and  we  will  be  able  to  know  in  the  immediate  future,  but  I've  only 
read  about  them,  and  that's  as  far  as  we've  gone  so  far. 

Mrs.  Thurman.  Well,  they  give  us  a  biography  and  actually  tell 
us  where  those  numbers  came  from.  Several  of  those  are  from  Fed- 
eral agencies  as  well  as  some  private  sources. 

When  the  discussion  takes  place,  or  some  of  the  discussions  that 
have  already  taken  place,  what  is  the  justification,  then,  not  to  be 
looking  at  the  other  subsidies?  I  mean,  I  think  that  one  of  the 
things  I  hear  is  if  everybody  does  it  and  everybody  gets  away  from 
their  subsidies,  then  that's  fine.  But  why  just  one,  particularly 
under  these  kinds  of  circumstances,  if  in  fact  these  numbers  are 
true?  Are  we  talking  about  that  at  all? 

Mr.  Huff.  At  this  stage,  I  have  not  been  in  any  discussions  on 
it.  You  bring  up  some  points  that  I'm  sure  need  to  be  addressed, 
but  from  what  I  understand,  that  is  a  very  complex  area  to  look 
into,  and  we  are  going  to  look  into  the  numbers. 

Mrs.  Thurman.  Well,  let  me  also  suggest  this,  Mr.  Huff,  because 
one  of  the  criticisms,  because  we  have  a  lot  of  rural  electrics  in  the 
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area  that  I  represent,  is,  "Well,  the  other  power  companies  are 
lower  in  price,"  and  then  I  look  at  a  subsidy  like  this,  and  I  guess 
if  I  were  getting  $93  per  customer,  I  could  make  my  cost  a  little 
bit  less,  not  to  mention  the  fact  with  rural  electrics  going  out  at 
one  customer  for  every  5  miles  versus  probably  the  others  at  about 
44  per  mile. 

Let  me  ask  one  other  question,  and  this  may  be  a  little  bit  more 
difficult,  but  if  this  were  taken  away — my  experience  over  the 
years  has  generally  been  with  territorial  fights  in  the  State  levels 
and  big  territorial  fights,  and  they  really  don't  start  to  erupt  until 
about  the  time  that  they  can  meet  that  per-mile  of  44  or  whatever. 
They  don't  want  it  when  it's  one  per  customer  per  5  miles.  They 
only  want  it  when  they  can  get  it  to  that  44  or  67  customers  per 
mile.  What  happens,  then,  with  all  of  the  development  issues  that 
we've  discussed  here,  whether  it's  health  care,  whether  it's  link 
with  education,  whether  it's  farmer  help  through  computer  tech- 
nology or  any  of  those  issues?  Describe  to  me  what  you  see,  then, 
for  rural  America  without  rural  electrification. 

Mr,  Huff.  That  is  difficult.  I  think  that  if  I  understand  what 
you're  asking  about,  if  we  have  other  utilities,  lOU's  or  public  utili- 
ties, taking  over  territories  as  they  become  more  intensified  as  far 
as  subscribers  are  concerned. 

Mrs.  Thurman.  Better  opportunity  on  money. 

Mr.  Huff.  We  call  that  territorial  fights.  I'm  a  little  off"  of  your 
answer,  but  I  think  it  will  maybe  speak  to  that.  We  won  a  very  im- 
portant court  battle  in  Louisiana  on  a  territorial  fight  there,  which 
I  think  is  going  to  strengthen  our  position  in  the  future.  I  guess 
what  you're  assuming  is  that  we're  not  going  to  be  able  to  keep  up 
with  the  fight,  but  it  would  be  difficult  for  me  to  answer  how  it 
would  be.  It  depends  a  lot  on  what  happens  in  that  process.  But 
what  I'm  telling  you  is  that  I  feel  better  about  the  territorial  situa- 
tion now  than  I  did  3  months  ago  because  of  that  lawsuit  that  we 
won. 

Mrs.  Thurman.  I  guess  my  concern  is  that  we're  trying  to  make 
great  strides  in  looking  at  rural  development  and  rural  issues,  and 
while  a  lot  of  people  want  to  talk  about  lean  farming,  there  actu- 
ally is  a  lot  of  technology  in  farming  that's  necessary  with  com- 
puter link-ups  as  well.  But  it's  the  children,  it's  the  older  citizens 
with  health  care  issues  that  have  been  discussed,  and,  I  think  just 
as  importantly,  the  education  issues  that  could  be  opportunities 
that  could  be  provided  from  universities  that  are  close  and/or  other 
technology  with  our  public  system.  So  it's  kind  of  the  dream  of 
what  happens  if. 

Mr.  Huff.  I  think  the  Medical  Link  and  Distance  Learning  Pro- 
gram is  absolutely  a  fine  tool  in  rural  America  for  advancement.  I 
really  do. 

Mr.  English.  Ms.  Long. 

Ms.  Long.  Thank  you,  Mr.  Chairman. 

Mr.  Huff,  Secretary  Espy  has  talked  about  the  REA  having  some 
expansion  with  rural  water  and  sewer,  and  I  just  want  to  ask  you 
today,  have  you  begun  to  formalize  any  plans? 

Mr.  Huff.  At  this  stage,  I  have  not  been  involved,  but  I  have 
been  asked  to  serve  on  a  task  force.  We  have  not  met,  but  I  have 
been  requested  to  be  a  part  of  looking  into  that.  I  have  not  talked 
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to  the  Secretary  about  it,  but  I  have  been  asked  by  one  of  his  staff 
members  to  serve  on  a  task  force. 

Ms.  Long.  I  think  you  probably  know  as  well  as  anyone  that  the 
development  of  water  and  sewer  systems  in  rural  communities  is 
critical  to  economic  growth,  so  we'd  just  like  to  hear  from  you  in 
the  future. 

Mr.  Huff.  I'd  be  glad  to.  It  is  a  good  program,  and  it's  done  quite 
well.  I've  often  used  that  as  a  talking  point.  When  I  was  with 
Farmers  Home,  we  had  555  water  systems  in  our  State,  with  three 
of  them  delinquent,  and  that  was  serving  over  half  a  million  in 
families  in  water  that  wouldn't  have  that  without  it.  It's  a  good 
program,  even  though  it's  not  in  my  agency.  There's  still  a  great 
need  out  there. 

Ms.  Long.  And  it's  next  to  impossible  to  attract  new  industry  or 
new  businesses  to  a  rural  community  unless  you  have  it. 

Mr.  Huff.  Absolutely. 

Ms.  Long.  Thank  you. 

Mr.  English.  Thank  you  very  much. 

Mr.  Huff,  we  appreciate  your  testimony  and  your  help  today,  and 
we'll  be  calling  on  you  in  the  days  ahead  as  we  try  to  work  our  way 
through  this  difficult  problem.  Thank  you  very  much. 

Mr.  Huff.  I'd  be  glad  to  work  with  you,  Mr.  Chairman. 

Mr.  English.  Our  next  witness  is  Ms.  Linda  Garcia,  who  is  Sen- 
ior Associate  and  Project  Director  with  the  Office  of  Technology  As- 
sessment here  in  Washington. 

Ms.  Garcia,  it's  good  to  have  you  back  again.  We're  happy  to  re- 
ceive your  testimony,  and,  as  I  had  stated  to  our  other  witnesses, 
if  you'd  care  to  summarize  your  written  testimony,  we  will  be 
happy  to  include  it  in  the  record,  without  objection, 

STATEMENT  OF  LINDA  GARCIA,  PROJECT  DIRECTOR,  TELE- 
COMMUNICATION  AND  COMPUTING  TECHNOLOGIES  PRO- 
GRAM, OFFICE  OF  TECHNOLOGY  ASSESSMENT,  U.S.  CON- 
GRESS 

Ms.  Garcia.  Thank  you,  Mr.  Chairman  and  members.  As  you  re- 
quested, we're  very  pleased  to  present  to  you  and  to  your  commit- 
tee the  relevant  sections  of  our  August  1991  testimony  on  the 
Rural  Electrification  Administration.  Our  comments  are  based  on 
the  findings  of  OTA's  1991  study,  "Rural  America  at  the  Cross- 
roads: Networking  for  the  Future."  This  study  we  undertook  at  the 
request  of  the  Joint  Economic  Committee  and  two  OTA  board  mem- 
bers, Senators  Charles  Grassley  and  Orrin  Hatch.  This  study  ex- 
amined how  the  widespread  deplo3rment  of  communication  and  in- 
formation technologies  might  affect  economic  conditions  in  rural 
areas. 

Our  study  findings  relate  directly  to  your  consideration  of  rural 
telecommunications  needs  and  the  future  role  of  the  Rural  Elec- 
trification Administration,  although  we  have  not  examined,  and 
therefore  cannot  comment  on,  the  specific  financial  proposals  in  the 
administration's  economic  package.  Our  conclusions  suggest  that 
the  job  of  providing  adequate  telecommunications  services  to  rural 
areas  has  really  just  begun,  and  that  the  REA  is  a  very  appropriate 
agency  to  assist  in  its  execution.  I'd  like  to  briefly  tell  you  why. 
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Although  often  isolated  and  remote,  America's  rural  communities 
do  not  exist  in  any  vacuum.  They  will  inevitably  change  as  the 
world  around  them  changes.  As  communication  technologies  extend 
rural  ties  and  expand  rural  markets,  these  communities  will  be- 
come increasingly  vulnerable  to  national  and  global  trends  and 
events.  For  rural  America,  the  most  critical  of  these  developments 
will  clearly  be  the  adjustment  to  a  highly  competitive  service-based 
global  economy  and  the  emergence  of  major  worldwide  environ- 
mental concerns  that  will  compel  rural  communities  to  reorient 
their  economies.  Since  many  rural  communities  lack  essential  fi- 
nancial and  human  resources  and  often  depend  on  a  single  indus- 
try for  the  lion's  share  of  their  wealth  and  vitality,  their  ability  to 
adapt  to  these  changes  is  very  limited.  Without  some  form  of  inter- 
vention, these  communities  are  headed  for  decline. 

Tremendous  advances  in  communication  and  information  tech- 
nologies and  radical  changes  in  the  way  that  these  technologies  can 
provide  services  has  hastened  the  shift  toward  a  more  service- 
based  economy.  OTA  believes  that  these  developments  hold  consid- 
erable promise  for  rural  areas.  Communication  technologies  reduce 
the  burdens  of  time  and  space,  two  factors  that  have  traditionally 
disadvantaged  rural  communities.  Rural  areas  with  modern  com- 
munication technologies  can  more  easily  deal  with  their  problems. 
Using  advanced  communication  systems,  for  example,  a  rural  busi- 
ness can  link  to  other  businesses  or  access  major  markets  just  as 
easily  as  a  business  in  an  urban  area.  These  technologies  could 
help  rural  communities  overcome  a  number  of  the  barriers  that 
have  limited  their  economic  well-being  in  the  past. 

Whether  or  not  rural  communities  will  be  able  to  take  advantage 
of  these  technologies  for  development  will  depend  in  part  on  wheth- 
er, and  how  quickly,  they  have  access  to  the  necessary  infrastruc- 
ture. In  evaluating  the  communication  needs  of  rural  communities, 
one  must  consider  not  only  a  community's  own  economic  activities, 
but  also,  and  increasingly,  the  activities  of  its  competitors,  whether 
they  be  businesses  in  urban  areas  or  in  other  parts  of  the  world. 

Ironically,  just  at  the  moment  when  communication  and  informa- 
tion technologies  are  beginning  to  play  a  critical  role  in  business, 
the  regulatory  structure  that  once  provided  rural  areas  equal  ac- 
cess to  these  technologies  is  becoming  unraveled.  Divestiture  of  the 
Bell  System  and  the  shift  toward  deregulated  services,  together 
with  the  emergence  of  large  private  networks,  are  undermining  the 
traditional  system  of  rate  averaging  and  subsidies  for  local  tele- 
phone services.  These  developments  have  occurred  at  a  time  when 
rural  economies  are  themselves  becoming  more  fragile,  experienc- 
ing job  and  industry  losses,  and  when,  given  the  trend  toward  a 
service-based  global  economy,  their  information  needs  are  now 
greater  than  ever  before. 

Measures  must  be  taken  to  assure  that  rural  areas  have  access 
to  the  necessary  communication  infrastructure.  Rural  communities 
must  overcome  the  cost  of  bringing  modem  telecommunication 
services  to  areas  with  low  population  densities  and  long  distances. 
The  key  is  to  combine  the  demand  for  services  from  different  users 
in  the  rural  community,  creating  sufficient  economic  clout  to  justify 
the  deployment  of  the  latest  technologies  and  services. 
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Before  the  breakup  of  the  Bell  System,  decisions  on  telecom  serv- 
ices were  the  sole  province  of  AT&T  and  the  Federal  and  State  reg- 
ulators. This  is  no  longer  the  case.  Technological  innovation  and 
regulatory  flexibility  now  allow  mixing  and  matching  of  network 
design  and  business  relationships  to  better  fit  the  needs  of  users. 
This  is  particularly  important  to  rural  areas,  which  have  been 
forced  in  the  past  to  accept  network  architectures,  services,  and 
regulations  based  on  a  universal  design.  Just  as  businesses  are 
today  taking  advantage  of  these  developments  to  create  their  own 
customized  communication  networks,  so  too  could  rural  commu- 
nities. However,  whereas  business  networks  are  established  along 
functional  and  organizational  lines,  rural  communities  could  in- 
stead be  configured  around  the  geographic  boundaries  and  the 
needs  of  an  entire  community. 

In  our  report,  we  developed  the  notion  of  a  rural  area  network, 
or  a  RAN.  A  RAN  would  electronically  link  many  users  in  a  com- 
munity, including  small  businesses,  educational  institutions,  librar- 
ies, health  services,  and  government  services.  For  many  rural  com- 
munities, this  combined  demand  would  equal  that  of  a  modest  cor- 
poration or  large  business  and  thus  make  it  economically  feasible 
to  utilize  more  advanced  technologies,  such  as  digital  switching  and 
fiber  optic  transmission.  RAN's  could  also  become  networks  within 
networks  by  linking  them  statewide  through  State  educational  and/ 
or  State  government  networks  that  already  exist  or  are  planned. 
One  instance  where  such  a  strategy  is  now  being  successfully  pur- 
sued is  in  the  State  of  Maine,  where  the  university  system  is  linked 
by  a  statewide  fiber  network. 

Rural  area  networks  have  a  number  of  potential  advantages: 
They  allow  the  economic  deployment  of  advanced  technology  to 
rural  areas  through  economies  of  scale  and  scope;  by  sharing  the 
needs  of  business,  education,  health,  and  government,  they  foster 
cooperation  and  community  ties;  the  broad  range  of  participation 
among  shared  users  would  link  the  technology  directly  to  economic 
and  community  development  strategies;  they  would  overcome  limi- 
tations of  technical  telecommunication  expertise  found  prevalent  in 
rural  areas  by  focusing  on  the  design  of  one  system;  and,  they 
would  induce  communication  providers  to  be  responsive  to  rural 
needs  as  a  result  of  their  combined  market  power. 

If  rural  communities  are  to  make  use  of  an  assortment  of  tech- 
nologies to  create  rural  area  networks,  they  must  develop  strate- 
gies to  optimize  advantages  of  each  and  make  them  work  well  to- 
gether. These  are  certainly  no  easy  tasks.  Nor  does  the  average 
rural  businessman  or  woman  have  the  experience,  the  skills,  and 
the  resources  to  do  this.  Many  rural  communities  are  unaware  of 
the  potential  of  communication  technologies  to  meet  their  needs 
and  aspirations.  Moreover,  they  are  often  stymied  in  using  tech- 
nology by  the  higher  transaction  costs,  such  as  putting  systems  to- 
gether, caused  by  divestiture  and  the  unbundling  of  the  national 
telecommunication  infrastructure.  National  development  policies, 
therefore,  must  provide  technical  assistance  and  education  to  users 
to  familiarize  them  with  communication-based  development  poli- 
cies. 

The  RE  A  is  a  prime  candidate  to  play  a  major  role  in  implement- 
ing rural  area  networks.  It  has  a  long  and  successful  history  serv- 
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ing  rural  communities.  Its  basic  charge  was  to  foster  technology  de- 
velopment through  a  low-cost  Federal  loan  program.  Communica- 
tion services  in  rural  areas  would  clearly  have  lagged  greatly  had 
rural  telecommunications  providers  not  used  REA  loans. 

Although  the  REA  program  has  helped  rural  telecom  providers 
make  strides  in  upgrading  the  rural  telecommunications  infrastruc- 
ture, there  is  still  much  to  be  done  to  fulfill  REA's  original  man- 
date. Many  areas  continue  to  have  poor-quality  service.  Many  do 
not  have  single-party  access  to  the  public  switch  network,  equal  ac- 
cess to  competitive  long  distance  carriers,  access  to  value-added 
data  networks,  emergency  911  services,  or  touch  tone  and  cus- 
tomized calling  services.  Moreover,  rural  communication  needs  are 
likely  to  increase  greatly  in  the  future  due  to  the  rapid  advance  of 
technology  and  the  growing  importance  of  communication  in  mod- 
ern life.  Experience  suggests  that  advanced  technologies  will  not  be 
quickly  deployed  to  rural  areas  without  some  form  of  government 
intervention. 

There  are  also  new  roles  that  REA  could  play  in  the  post-divesti- 
ture communication  environment.  Most  important,  REA  could  help 
rural  communities  and  development  agencies  serving  rural  areas 
sort  out  their  communication  needs,  and  explore  new  ways  to  meet 
them.  With  its  successful  lending  experience  and  its  technical  expe- 
rience, REA  could  play  a  key  role  in  helping  to  launch  such  experi- 
mental approaches. 

The  REA  could  establish  forums  and  discussion  groups  of  com- 
munity leaders,  communication  providers,  and  communication 
users  to  consider  rural  communication  needs  and  explore  how  new 
systems  might  be  designed  to  meet  them.  In  a  more  proactive 
mode,  REA  might  conduct  research  and  development  to  investigate 
new  and  creative  ways  of  deploying  advanced  communication  and 
information  technologies  to  rural  areas  and/or  to  provide  financial 
support  for  demonstrations  and  trials  of  such  strategies.  The  REA 
could  also  serve  as  an  honest  broker  between  borrowers  and  poten- 
tial users.  It  could  provide  loans  and  technical  assistance  to  groups 
of  users  and  providers  who  xmdertake  innovative  cooperative  com- 
munication ventures. 

If  REA  were  asked  to  play  this  kind  of  an  expanded  role,  it  would 
need  greater  resources  and  certainly  greater  political  support. 
Where  communication  technologies  have  been  effective  in  the  past, 
it  has  often  been  because  they  served  not  only  as  a  more  efficient 
means  of  providing  service,  but  also  as  catalysts  for  innovation,  for 
actually  changing  the  way  that  things  get  done.  To  create  the  com- 
bination of  expertise,  users,  and  resources  that  is  necessary  for 
such  innovation  to  take  place  will  require  that  the  Federal  Govern- 
ment make  a  significant  commitment  and  even  be  willing  to  take 
substantial  risk. 

In  considering  the  future  role  of  the  REA,  it  is  important  to  re- 
member that  whether  rural  communities  experience  development 
or  decline  is  not  merely  a  local  concern.  All  Americans  have  a  stake 
in  how  well  rural  communities  cope  with  and  take  advantage  of  the 
rapidly  changing  environment  in  which  they  find  themselves.  The 
kind  of  economic  activity  that  occurs  in  rural  areas  can  have  a  sig- 
nificant impact  on  the  Nation's  overall  prosperity. 
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Long-term  economic  development  requires  the  continuing  flower- 
ing of  new  centers  of  innovation.  As  we  increasingly  realize,  such 
innovation  often  takes  place  in  relatively  small  enterprises.  Most 
rural  areas,  however,  have  been  forced  to  play  a  very  supportive 
role  in  this  process.  With  their  long  distance  from  commercial  cen- 
ters and  their  sparse  populations,  the  small  communities  in  these 
areas  have  been  generally  unable  to  assemble  the  skills,  the  infor- 
mation, and  the  capital  required  for  development  to  take  place.  As 
our  report  points  out,  these  barriers  of  distance  are  likely  to  be 
much  less  formidable  in  the  future  if  the  potential  of  RAIT's  is  to 
be  fully  realized.  Equipped  with  communication  and  information 
technologies  and  the  wherewithal  to  take  advantage  of  them,  rural 
communities  can  be  viewed  not  as  a  potential  problem,  but  rather 
as  an  untapped  national  resource. 

Thank  you  for  giving  me  the  chance  to  give  my  views. 

[The  prepared  statement  of  Ms.  Garcia  appears  at  the  conclusion 
of  the  hearing.] 

Mr.  English.  Thank  you  very  much,  Ms.  Garcia,  and  I  appre- 
ciate your  testimony.  I  know  the  studies  that  have  been  made  by 
OTA  are  very  similar  to  what's  been  done  by  the  Aspen  Institute, 
and  even  the  Department  of  Commerce  back  in  1988  during  the 
Reagan  administration. 

Ms.  Garcia.  Yes,  we  built  on  those  studies. 

Mr.  English.  All  of  you  seem  to  be  coming  down  to  the  same 
general  thrust,  and  that  is  that  if  in  fact  we're  going  to  see  growth 
and  development  and  if  rural  America  is  going  to  be  viable,  we're 
going  to  have  to  do  much  more  with  the  RE  A,  not  less.  Is  that  gen- 
erally the  thrust? 

Ms.  Garcia.  I  beheve  that  is  correct.  What  we  suggested  is  that 
the  REA  is  an  infrastructure  that's  already  in  place  and  that  such 
an  organization  is  required  to  facilitate  technology  transfer.  It 
would  seem  to  be  unwise  to  undo  an  infrastructure  that's  already 
there  if  in  fact  it's  required  to  help  put  forward  a  program  such  as 
we  suggested. 

Mr.  English.  Well,  you've  been  rather  kind  to  us.  The  Aspen  In- 
stitute, I  think,  in  their  statements  with  regard  to  what  we  did  in 
the  1990  farm  bill  in  which  we  tried  to  move  more  in  that  direc- 
tion, they  were  critical  of  us  in  saying  that  we  were  far  too  timid 
in  this  committee  in  what  we  did  in  the  use  of  the  REA  and  moving 
into  this  new  mission  and  new  area. 

Now,  the  thrust  of  each  of  you— OTA,  Aspen  Institute,  Depart- 
ment of  Commerce — all  being  thrust  in  the  same  direction  that 
we're  not  doing  enough  with  the  REA  is  a  complete  contradiction, 
obviously,  of  what  we're  hearing  by  some  who  are  critics,  people 
who  I  don't  think  have  done  any  studies  in  this  area  who  say, 
"Well,  this  is  a  program  that's  been  around  for  50  years.  Basically, 
we've  run  a  line  out  there,  and  we've  got  electric  service  and  we've 
got  telephone  service,  and  that's  it.  The  job's  done."  How  would  you 
respond  to  those  types  of  critics? 

Ms.  Garcia.  I  would,  first  of  all,  like  to  distinguish  between  the 
conclusions  of  our  study  and  the  work  of  Aspen.  What  we  said  is 
that  sending  out  wires  is  not  enough  for  development.  In  fact,  if 
you  just  look  to  the  deployment  of  the  technology,  it  could  have 
some  negative  impacts  on  rural  areas.  What  we  felt  was  most  im- 
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portant  is  to  tie  the  deployment  of  the  technology  with  the  develop- 
ment programs  themselves.  We  saw  that  as  a  critical  variable.  The 
Aspen  Study  does  not  make  this  case. 

One  of  the  reasons  we  liked  the  notion  of  using  the  institutional 
infrastructure  that's  there,  the  REA  as  well  as  Extension  Service, 
is  because  these  organizations  have  the  expertise  both  in  rural 
communities  as  well  as  in  the  technology,  and  what  we  felt  was 
needed  was  a  way  of  brokering  all  the  relationships  of  the  parties 
that  are  part  of  a  community  system.  The  REA  could  play  a  very 
critical  role  in  this  regard,  which  makes  that  unique.  So  we  were 
not  urging  that  technology  push  mechanisms  be  put  into  place 
without  some  kind  of  development  package  that  ties  them  together 
to  make  it  work  in  the  future. 

Mr.  English.  Well,  we've  heard  a  good  deal  about  information 
highways,  an  idea  that  I  think  many  of  us  would  applaud  the  gen- 
eral thrust  and  direction  of.  We  also  now  have  proposals  by  the  ad- 
ministration for  $64  million  to  be  spent  through  the  National  Tele- 
communications and  Information  Administration,  a  grant.  Does 
any  of  that  make  much  sense  without  combining  it  with  the  efforts 
of  the  REA? 

Ms.  Garcia.  There  are  two  ways  to  describe  market  failures  with 
respect  to  getting  technology  to  rural  areas.  One  is  the  technology 
push,  but  there's  also  another  failure,  and  that's  the  user  pull.  I 
believe  in  rural  areas  there's  a  problem  of  a  user  pull.  There's  the 
problem  of  people  not  understanding  how  to  use  the  technology, 
there's  the  problem  of  not  knowing  what  the  technology  can  do  for 
them,  there's  the  problem  of  not  knowing  how  to  put  systems  to- 
gether. I  believe  in  rural  areas  one  needs  to  have  a  technology 
transfer  mechanism;  to  just  put  the  technology  out  there  is  to  do 
a  disservice.  This  is  what  I  think  REA  could  do.  I  think  they  could 
help  rural  communities  think  through  their  communication  needs, 
and  link  systems  up  for  hospital  use,  educational  use,  and  govern- 
ment service  use.  I  think  the  REA  is  in  a  very  unique  position  to 
help  do  that. 

One  of  the  criteria  for  our  policy  recommendations  was  that 
there  be  no  new  subsidies,  that  they  not  create  more  budget  impo- 
sitions. We  felt  this  could  be  done  given  the  existing  institutional 
structure,  and  that  by  linking  users,  there  would  be  no  need  for 
subsidies,  because  the  demand  would  be  viable  to  pay  for  advanced 
telecommunications  services. 

Mr.  English.  So  if  I  understand  it,  what  you're  sa5ring  is  if  we 
want  to  move  in  this  direction,  whether  we  call  it  an  information 
highway  or  technology,  then  as  far  as  rural  America  is  concerned, 
if  you  want  to  link  up  to  rural  America,  you're  going  to  have  to  use 
the  REA  to  be  effective.  Is  that  correct? 

Ms.  Garcia.  You're  going  to  have  to  link  up  people,  and  one  good 
way  to  do  that  would  be  to  use  the  REA. 

Mr.  English.  Let  me  ask  you  a  second  question,  and  this  will  be 
my  last  question,  I  should  say.  Right  now  it  seems  that  we're  really 
on  a  balance  beam  in  rural  America.  If  we  are  not  able  to  move 
in  and  actively  use  rural  development — and  by  that  I  mean  new 
technology,  whether  it  be  through  the  REA  as  well  as  other  im- 
provements— basically,  then,  we  are  into  a  different  kind  of  pro- 
gram. I  guess  what  I'm  sa5dng  is,  if  we  fall  one  direction,  if  we're 
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not  willing  to  take  this  step,  if  we're  not  willing  to  provide  what 
we  commonly  call  universal  service,  modem,  up-to-date  tele- 
communications services,  if  we're  not  willing  to  make  those  kinds 
of  things  available  to  rural  America,  we  in  effect  are  condemning 
those  communities. 

Ms.  Garcia.  I  believe  that's  true. 

Mr.  English.  And  does  this,  then,  become  instead  of  a  rural  de- 
velopment program  really  a  welfare  program  for  people  that  have 
no  hope? 

Ms.  Garcia.  I  don't  know  if  I'd  describe  it  as  such. 

Mr.  English.  What's  left,  I  should  say,  if  we're  not  wilhng  to 
take  that  step  and  modernize  rural  America  on  telecommuni- 
cations. Is  that  true? 

Ms.  Garcia.  I  believe  that  is  correct.  I  believe  that  one  of  the 
problems  of  presenting  results  of  a  2-year-old  report  later  is  that 
you  worry  some  of  your  findings  might  be  out  of  date.  But  on  the 
other  hand,  time  allows  me  to  report  to  you  that  we  have  received 
great  enthusiasm  from  our  report  because  so  many  rural  commu- 
nities say,  "There's  hope  for  us  now."  I  think  they've  looked  to  our 
report  to  help  them  generate  new  plans,  new  ways  of  doing  things, 
and  I  think  that  there  is  a  new  hope.  I  would  hate  to  see  that  lost. 

Mr.  English.  If  we  are  not  willing  to  modernize  telecommuni- 
cations, if  we're  not  willing  to  make  sure  that  we  have  power  deliv- 
ered at  reasonable  rates,  does  it  really  make  a  lot  of  sense  to  go 
in  and  come  up  with  some  expensive  new  modernization  of  water 
and  sewer  systems? 

Ms.  Garcia.  No  more  sense  than  it  does  to  just  put  a  piece  of 
fiber  through  a  town.  You  need  to  have  the  people  with  the  tech- 
nology, and  it  needs  to  be  part  of  a  holistic  way  of  looking  at  devel- 
opment. 

Mr.  English.  So  it's  a  combination  that  we're  talking  about 
when  we  look  at  a  community.  We've  got  to  make  sure  that  we've 
got  reasonably  priced  power,  we've  got  to  make  sure  that  we've  got 
modern  telecommunications  systems,  we've  got  to  make  sure  we've 
got  a  good  water  system  and  a  good  sewer  system.  You  cannot  sim- 
ply select  out  one  or  two  of  those  elements  and  forget  the  rest. 

Ms.  Garcia.  I  could  not  agree  with  you  more. 

Mr.  English.  Thank  you  very  much. 

Mr.  Gunderson. 

Mr.  Gunderson.  This  is  going  to  get  you  in  a  lot  of  trouble,  so 
you  may  not  want  to  answer  this  question. 

Ms.  Garcia.  Well,  as  long  as  I  have  a  choice  not  to.  [Laughter.] 

Mr.  Gunderson.  As  I  sit  here  and  listen  to  your  testimony,  and 
I've  read  it  and  it's  an  excellent  discussion,  I  reflect  on  the  fact  that 
probably  the  reason  every  one  of  us  is  here  today  in  1993  is  be- 
cause over  the  last  decade,  on  the  one  hand,  we  have  administra- 
tions who  said,  "We're  not  going  to  modernize  REA,  we're  going  to 
eliminate  it,"  and  on  the  other  hand,  unfortunately,  we  had  a  con- 
gressional Appropriations  Committee  that  said,  "We're  not  going  to 
eliminate  or  prioritize,  we're  going  to  keep  business  as  usual."  So 
we've  had  an  absolute  static  system  in  terms  of  REA  policy  over 
the  last  decade,  and,  unfortunately,  a  little  of  each  party  is  to 
blame  for  that  situation,  and  we're  not  even  talking  about  the  kind 
of  forward  things  that  you  are  suggesting  in  your  report. 
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The  reason  I  said  this  might  be  an  unfair  question  is,  in  your 
analysis,  did  you  come  to  any  conclusions  as  to  how  the  present 
REA  program  ought  to  be  reformed  in  a  way  to  make  it  more  inte- 
gral to  the  very  goals  that  you've  articulated  in  your  presentation? 

Ms.  Garcia.  What  we  did  is  to  look  out  at  all  the  existing  institu- 
tional arrangements  that  exist  in  rural  communities  and  ask, 
"Where  might  one  go  to  get  support?"  The  three  candidates  that  we 
came  up  with  were  the  Rural  Electrification  Administration,  the 
USDA  and  the  Extension  Service,  and  the  university  system, 
where,  because  they're  on  the  leading  edge  of  using  technologies  to 
link  up  their  universities,  they're  very,  very  well  aware.  We  also 
looked,  where  it  was  relevant,  at  Small  Business  Administration, 
but  it  isn't  a  primary  player  in  many  of  the  communities  we  vis- 
ited. 

We  looked  across  the  board  nationally  at  all  the  organizations 
that  contribute  to  the  areas  of  health,  education,  and  development. 
We  suggested  there  that  these  programs  need  to  be  rationalized  so 
groups  can  come  together  both  at  the  Federal,  State,  and  local  level 
and  in  some  ways  share  expertise,  knowledge,  and  costs. 

What  we  looked  to  in  terms  of  the  agriculture  Extension  was  the 
kind  of  hands-on  technology  transfer.  But  if  they  were  to  play  a  key 
role  they  would  need  to  be  upgraded  to  enhance  their  knowledge 
of  telecommunications.  On  the  other  hand,  you  have  the  REA.  It 
Imows  something  about  finance,  it  knows  about  telecommuni- 
cations. 

In  many  cases,  the  problems  are  that  you  can't  get  the  users  to- 
gether. One  rural  doctor  said,  "Well,  I'd  love  to  use  telecommuni- 
cations, but  when  do  I  have  time  to  figure  out  how  it  can  serve  my 
needs?"  Another  shopkeeper  said,  "I  sweep  the  floor.  I  do  every- 
thing. When  can  I  sit  back  and  think  about  making  strategic  use 
of  telecommunications  for  my  business?"  So  there's  a  tremendous 
need  to  build  user  skills. 

What  we  tried  to  do  is  to  find  ways  to  use  existing  institutions 
so  as  not  to  create  a  high-cost  new  program.  Even  with  existing  in- 
stitutions you  would  have  to  upgrade  the  Extension  Service,  you 
would  have  to  upgrade  the  skills  of  REA  to  deal  in  development, 
and  you  would  have  to  create  incentives  so  the  telephone  compa- 
nies will  play  a  more  ongoing  innovative  role  and  finally  bring  in 
the  universities.  We  tried  to  see  some  way  to  pull  these  organiza- 
tions all  together. 

Yes,  I  think  there's  room  for  savings,  but  there's  also  a  need  for 
upgrading,  and  I  don't  know  if  that  wouldn't  balance  itself  out.  I 
hope  that's  not  too  embarrassing  for  me. 

Mr.  GUNDERSON.  No.  I  was  hoping  that  you  might  have  gone  one 
step  further  in  saying,  "We've  now  looked  at  the  REA  programs  as 
they  presently  exist,  and  here  are  the  recommended  changes  we 
would  make  in  order  to  achieve  the  goals  we've  articulated." 

Ms.  Garcia.  No,  we  did  not  evaluate  the  performance  of  the 
REA,  nor  did  we  look  at  financing  and  loans  and  things  like  that, 
so  I  really  can't  speak  to  that  issue. 

Mr.  Gunderson.  Thank  you. 

Thank  you,  Mr.  Chairman. 

Mr.  English.  Mr.  Minge. 
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Mr.  MiNGE.  I'd  like  to  comment  about  a  couple  of  aspects  of  your 
proposal.  I  live  in  a  rural  area.  I  live  on  a  farm.  I  receive  rural  elec- 
tric service,  and  I  compliment  you  on  choosing  this  agency  as  an 
agency  to  utilize  for  this  new  adventure.  One  concern  I  have  is  if 
you  have  given  thought  to  the  territorial  boundaries  that  various 
telephone  companies  serve  and  then  the  long  distance  carrier,  and 
in  some  cases  the  long  distance  carrier  is  going  to  be  AT&T  or  one 
of  the  baby  Bells,  and  would  they  be  ehgible  for  this  type  of  loan 
or  grant  assistance  when  they  have  the  tremendous  resources  that 
are  available  to  them  compared  to  a  local  cooperative  telephone 
company  that  financially  is  struggling?  How  do  we  create  a  type  of 
equity  in  the  funding  of  the  programs  in  rural  areas  when  there's 
this  patchwork  quilt  or  mosaic  of  jurisdictions? 

Ms.  Garcia.  Yes,  sir,  we  definitely  looked  at  that,  and  one  of  the 
things  we  said  is  that  just  as  you  can't  expect  a  universal  technical 
architecture  of  our  telephone  systems,  nor  should  there  be  a  uni- 
versal regulatory  plan  for  all  communities.  We  raised  the  issue  of: 
Should  you  use  the  same  regulatory  framework  in  Aroostook  Coun- 
ty, Maine,  that  you  use  in  lower  Manhattan  that  serves  three  tele- 
phone companies?  It  doesn't  make  much  sense  when  you  look  at  it 
that  way.  So  we  suggested  tremendous  flexibility  in  regulatory  pol- 
icy for  rural  areas,  because  their  geography  is  different,  the  whole 
situation  in  which  they  operate  is  different. 

We  found  State  regulators  at  the  time — and  this  is  2  years  ago, 
and  I  believe  there's  been  some  change  since  then — ^very  luiwilling 
to  think  through  alternative  plans  for  rural  as  opposed  to  urban 
areas.  Many  States  actually  legislate  that  the  State  regulatory 
agency  cannot  take  social  and  economic  benefits  into  account  when 
looking  at  modernization  proposals  or  setting  rates.  They  can  only 
look  at  the  individual  cost-benefit  for  the  consumer.  So  the  whole 
notion  of  educational  benefits  and  economic  development  benefits 
are  not  brought  into  their  equations.  We  suggested  that  this  needs 
to  be  changed. 

We  also  suggested  that  if  the  telephone  companies  themselves 
are  going  to  help  contribute  designing  innovative  ideas,  they  will 
have  to  be  able  to  talk  to  each  other.  There's  an  area  between 
Idaho  and  Montana  where  the  educational  interexchange  across 
the  boundaries  of  the  State  are  very  great,  and  yet  the  two  tele- 

{)hone  companies  that  serve  these  areas  can't  talk  to  each  other,  to 
ook  for  an  answer,  because  they're  prohibited  by  regulatory  law. 
So  we  felt  there  has  to  be  a  lot  more  regulatory  flexibility  to  allow 
for  innovative  solutions. 

Mr.  MiNGE.  The  second  comment  I  have  is  that  there  have  been 
some  companies  that  have  located  service  operations  in  rural  areas 
because  they  have  the  opportunity  for  a  ready  labor  pool,  it's  qual- 
ity labor,  and  some  other  factors  that  are  very  positive.  I'm  wonder- 
ing if  you  have  sensed  that  there  is  actually  quite  a  backlog  of  in- 
terest in  locating  service  facilities  in  rural  areas  because  of  this 
labor  pool  that's  available,  and  that  all  we  need  is  the  information 
highway  to  be  opened  up  so  that  these  rural  markets  can  actually 
be  developed. 

Ms.  Garcia.  I  would  say  there's  anecdotal  evidence  of  that  kind 
of  phenomena.  There's  been  no,  I  don't  think,  basic  analysis  of  the 
extent  to  which  businesses  pick  communities  on  the  basis  of  their 
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telecom  services.  When  we  were  doing  our  five  State  interviews, 
one  of  the  questions  we  asked  all  the  economic  developmental  offi- 
cials was,  "When  businesses  are  thinking  of  coming  here,  is  tele- 
communications one  of  the  requirements  on  their  list?"  It  is  on 
their  list.  It's  not  on  the  top  of  their  list,  but  it  is  on  their  lists. 
I  believe  in  the  future,  because  of  the  changing  role  of  tele- 
communications in  business,  this  will  certainly  be  increasingly  the 
case. 

Mr.  MiNGE.  I'd  like  to  just  bring  to  your  attention  the  fact  that 
at  least  in  Minnesota,  we  have  two  major  insurance  claims  offices 
that  are  located  in  rural  areas.  In  one  case  they  re  serving  other 
parts  of  the  country,  Illinois  and  so  on,  and  the  availability  of  fiber 
optics  is  absolutely  critical  if  these  insurance  claims  centers  are  to 
be  located  in  rural  communities  of  that  type.  They  have  a  labor 
pool  available  to  them  that  exceeds  in  many  cases  what's  available 
to  them  in  an  urban  area,  and  they're  very  pleased.  I  mean,  they're 
thrilled  with  what  they  find  there. 

Ms.  Garcia.  That  is  certainly  the  case,  and  as  we  move  beyond 
service  industries  into  manufacturing  industries  where  we're  doing 
things  like  computer-aided  engineering  on  network  systems,  the  de- 
mand for  technology  and  the  capacity  of  that  technology  is  only 
going  to  be  greater. 

Mr.  MiNGE.  I  would  also  like  to  encourage  the  administration  to 
look  at  the  Federal  Government  itself,  because  as  I  look  around 
this  city  in  awe  of  the  number  of  Federal  buildings,  I  think  one  of 
these  Federal  buildings  in  southwestern  Minnesota  would  be  the 
greatest  economic  development  thing  that  happened  in  the  century. 
Just  one  of  them. 

Mr.  English.  Thank  you  very  much,  Mr.  Minge. 

Ms.  Garcia,  I  want  to  thank  you  as  well.  I  think  that  you've 
helped  us  a  good  deal.  I'm  hopeful  that  what  we  will  see  come  out 
of  all  this  effort  is  going  to  be  a  mix,  as  I  mentioned  in  my  opening 
statement,  one  that  takes  into  account  the  various  programs  that 
we  have  and  recognizes  that  all  of  these  elements  must  be  present, 
whether  it's  modernizing  telecommunications  or  whether  it's  com- 
ing in  and  modernizing  electric  service  or  whether  it's  water  or 
sewer. 

All  of  these  are  vital  elements,  and  we  have  to  be  concerned 
about  them  if  in  fact  we  expect  rural  development  in  rural  Amer- 
ica. If  not,  then  we're  simply  fooling  ourselves,  and  the  investment 
that  we're  going  to  be  making  is  not  in  fact  going  to  be  rural  devel- 
opment, it  is  not  going  to  create  jobs,  and  it's  not  going  to  provide 
a  brighter  future.  In  effect,  we  are  condemning  those  folks,  and 
maybe  we're  putting  out  some  funding  in  that  direction,  but  it  real- 
ly isn't  going  to  give  them  help. 

So  I  appreciate  the  points  that  you've  made,  and  I  hope  that  it 
is  understood  and  recognized  that  we  have  a  very  big  job  ahead  of 
us  in  modernizing  rural  America  and  giving  the  people  of  rural 
America  a  real  opportunity  for  improvement  and  change,  and  we're 
going  to  have  to  make  some  changes  in  these  programs  to  do  so. 

Ms.  Garcia.  Thank  you,  Mr.  Chairman.  Let  me  just  tell  you  that 
there  are  two  additional  studies  we  are  doing  at  the  present  time 
at  OTA  of  relevance  to  you.  One  is  looking  at  the  use  of  tele- 
communications to  deliver  Government  services,  and  that  has  a 
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special  focus  in  rural  areas,  and  the  other  is  a  study  that  I'm  work- 
ing on  called  the  Electronic  Enterprise,  which  looks  at  the  use  by 
businesses,  rural  as  well  as  urban,  of  telecommunications.  They 
might  be  useful  to  you  in  the  future. 

Mr.  English.  Thank  you. 

Ms.  Garcia.  Thank  you. 

Mr.  English.  We  appreciate  that. 

We're  very  happy  to  have  as  our  next  witness  not  only  the  former 
Secretary  of  Agriculture,  as  was  pointed  out  earlier,  but  certainly 
more  of  an  impact  as  far  as  this  subcommittee  is  concerned,  a 
former  chairman  of  this  subcommittee  and  a  good  friend  of  ours. 
Bob  Bergland. 

Bob,  we  want  to  welcome  you  as  the  executive  vice  president  of 
the  National  Rural  Electric  Cooperative  Association,  and  I'm  going 
to  ask  you,  if  you  would,  to  introduce  the  gentlemen  who  are  ac- 
compan5dng  you,  and  we'll  be  happy  to  receive  your  testimony.  As 
I  mentioned  as  far  as  our  other  witnesses  are  concerned,  if  you 
would  care  to  submit  your  written  testimony,  without  objection,  it 
will  be  made  a  part  of  the  record,  and  feel  free  to  summarize  at 
that  point. 

STATEMENT  OF  BOB  BERGLAND,  EXECUTIVE  VICE  PRESI- 
DENT, NATIONAL  RURAL  ELECTRIC  COOPERATIVE  ASSOCIA- 
TION, ACCOMPANIED  BY  CARL  WHILLOCK,  CHAIRMAN,  NA- 
TIONAL ASSOCIATION  OF  STATEWIDE  MANAGERS,  AND 
JAMES  C.  ROBERTS,  PRESIDENT,  BOARD  OF  DIRECTORS,  NA- 
TIONAL RURAL  ELECTRIC  COOPERATIVE  ASSOCIATION 

Mr.  Bergland.  Thank  you  very  much,  Mr.  Chairman.  We  will 
summarize. 

Members  of  the  committee,  I  have  with  me  today  Mr.  James  Rob- 
erts, the  president  of  NRECA's  board  of  directors,  a  gentleman 
from  west  Texas  who  manages  a  cooperative  in  that  part  of  the 
world  and  is  going  to  speak  very  briefly  to  the  trials  and  tribu- 
lations of  meeting  the  needs  of  electric  customers  in  a  community 
such  as  his,  and  Mr.  Carl  Whillock,  who  manages  a  generating  and 
transmission  cooperative  in  Arkansas,  is  head  of  the  Arkansas 
Statewide  Association  of  Electric  Cooperatives,  and  is  currently 
serving  as  chairman  of  the  National  Association  of  Statewide  Man- 
agers and  is  here  this  morning  in  that  capacity.  We'll  hear  from 
them  very  briefly  in  a  moment. 

I  want  to  say  for  the  record,  Mr.  Chairman,  that  I  personally 
feel,  and  I  think  the  overwhelming  majority  of  the  rural  electric  of- 
ficers and  members  agree,  that  the  national  deficit  must  be  cut.  We 
applaud  the  President's  efforts.  We  applaud  the  efforts  of  the  Con- 
gress, which  is  just  starting  to  consider  this  matter.  We  know  that 
cutting  deficits  is  an  ugly  business.  It  means  cutting  spending,  lay- 
ing off  jobs,  increasing  taxes,  and  it's  not  a  pleasant  sight.  But  we 
think  the  alternative  is  much  worse.  We  want  to  cooperate  with 
this  committee  in  achieving  the  objectives  of  the  President's  state- 
ment without  doing  what  we  think  is  unintended  damage  to  the 
rural  communities  of  the  United  States. 

Our  statement  this  morning  is  simple,  straightforward,  and  basi- 
cally this:  We  ask  that  we  be  treated  no  better  and  no  worse  than 
the  customers  in  systems  who  serve  the  urban  places  of  this  coun- 


35 

try.  The  big  cities  and  small  towns  are  served  effectively  and  well 
by  either  municipal  systems  or  investor-owned  utilities,  and  we 
serve  the  rest.  About  90  percent  of  the  land  mass  of  the  United 
States  is  covered  and  served  by  rural  electric  cooperatives,  and  we 
have  very  special  kinds  of  problems  that  are  unique  to  a  rural  com- 
munity, and  they'll  be  described  in  some  detail  by  my  colleagues. 

We  are  not  here  to  complain  about  the  kinds  of  financing  ar- 
rangements which  are  enjoyed  by  the  nearly  2,000  municipal  sys- 
tems, nor  are  we  here  to  complain  about  the  taxing  advantages  and 
the  deferred  tax  arrangements  which  have  been  afforded  the  inves- 
tor-owned utilities,  but  we  are  here  to  beg  for  equal  treatment  that 
we  not  be  discriminated  against. 

The  rural  electric  program  has  been  under  serious  attack  for  the 
better  part  of  10  years.  It  has  been  curtailed  by  the  administra- 
tions and  by  the  Congress,  and  we  have  reluctantly  agreed  to  re- 
ductions in  funding  levels,  but  we've  retreated  as  far  as  we  can  and 
still  be  able  to  maintain  the  basic  core  service  which  we  think  the 
rural  persons  need  in  order  to  enjoy  a  quality  of  life  that's  roughly 
comparable  to  urban  places. 

The  not-so-subtle  message  that  has  been  sent  to  us  over  the  last 
10  years  or  so  and  is  contained  in  the  President's  message  is  that 
we  would  be  better  off  if  we  surrendered  our  role  as  a  private  en- 
terprise in  these  rural  communities  and  joined  the  system  of  gov- 
ernment-owned electric  utility  business.  We  would  be  better  off  if 
we  joined  the  city-owned  and  city-run  municipalities.  They  have 
unlimited  access  to  credits  at  a  very  attractive  interest  rate,  better 
than  anything  we  have  or  have  ever  had. 

That  is  the  problem  today.  We  do  not  think  that  it's  in  the  na- 
tional interest  to  force  the  electric  cooperatives  to  submit  to  the 
pressure  to  become  part  of  a  local  government  agency.  We  think 
that  the  advantages  in  having  local,  community-based,  nonprofit 
cooperative  utilities  is  in  the  public  interest  and  should  be  pre- 
served. But  unless  we  receive  some  support,  Mr.  Chairman,  we're 
probably  not  going  to  be  able  to  make  it  go. 

So  here  today  with  me  are  these  two  gentlemen.  I  would  first  ask 
Mr.  Carl  Whillock,  if  he  would,  to  share  with  us  the  materials 
which  we  prepared,  drawn  from  official  records  of  the  United 
States,  to  talk  about  the  question  of  competitiveness. 

[The  prepared  statements  of  Mr.  Bergland,  Mr.  Whillock,  and 
Mr.  Roberts  appear  at  the  conclusion  of  the  hearing.] 

Mr.  Bergland.  Mr.  Whillock. 

STATEMENT  OF  CARL  WHILLOCK,  CHAIRMAN,  NATIONAL 
ASSOCIATION  OF  STATEWIDE  MANAGERS 

Mr.  Whillock.  Mr.  Chairman,  thank  you.  I  appreciate  your  hav- 
ing the  hearing,  and  I'm  glad  to  be  here  today.  I  just  want  to  talk 
about  three  charts,  and  it  illustrates  the  situation,  I  think,  with  re- 
spect to  electric  cooperatives,  to  municipals,  and  to  investor-owned 
electric  utilities. 

The  first  chart  shows  the  number  of  consumers  per  mile  for  each 
segment  of  the  utility  business.  As  you  can  see,  the  rural  electric 
cooperatives  have  about  5  consumers  per  mile,  the  investor-owned 
have  about  34,  and  the  city-owned  have  44.  I  like  the  way  Mr. 
Bergland  put  it.  Those  people  in  municipals  and  investor-owneds 
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serve  mainly  urban  areas,  metropolitan  areas,  well-developed 
areas,  and  electric  co-ops  generally  serve  what's  left  of  the  country, 
which  happens  to  be  about  90  percent  of  the  land  area. 

The  next  one  I  want  to  show  is  the  revenue  per  mile  of  line  per 
year,  and  as  you  can  see,  the  electric  cooperatives  get  about  $6,500 
of  revenue  per  mile  of  line  per  year,  the  investor-owned  get  about 
$56,000,  and  the  city-owned  get  about  $69,000.  It  costs  us  much 
more  per  ratepayer  to  put  the  facilities  out  to  the  people  we  serve, 
and  we  get  much  less  revenue  per  mile  of  line.  Now,  you'd  think 
serving  fewer  consumers  and  getting  less  revenue  per  mile  of  line 
that  each  of  our  ratepayers  would  get  more  assistance  from  the 
Federal  Government  than  the  ratepayers  of  the  other  two  groups, 
and  you'd  think  that  green  line  on  that  next  chart  would  be  way 
up  above  the  red  or  the  purple/blue  line. 

So  let's  see  the  third  chart  now.  You  can  see  that  we're  not  up 
there.  You'd  think  that  we  would  be  justified  in  getting  more  as- 
sistance per  consumer  per  year  than  the  ratepayers  of  the  investor- 
owneds  or  the  municipals,  but  we  don't,  and  it  is  a  very  serious 
problem. 

My  people  in  Arkansas — and  I've  talked  to  people  in  several 
States,  and  I  think  they  agree  with  what  Mr.  Bergland  said — we're 
willing  to  do  our  part  to  help  reduce  the  deficit,  restructure  the 
economy  in  the  country,  and  get  it  going  the  way  it  ought  to  be. 
We  want  to  be  treated  fairly  and  equitably.  If  we're  going  to  be 
asked  to  do  something,  we  think  the  municipal  group  and  the  in- 
vestor-owned group  ought  to  be  asked  also  to  contribute  and  share 
the  pain. 

Thank  you. 

Mr.  Bergland.  Thank  you  very  much,  Mr.  Whillock. 

Mr.  Roberts,  what's  it  like  to  manage  a  cooperative  in  a  place 
like  west  Texas? 

STATEMENT  OF  JAMES  C.  ROBERTS,  PRESIDENT,  BOARD  OF 
DIRECTORS,  NATIONAL  RURAL  ELECTRIC  COOPERATIVE  AS- 
SOCIATION 

Mr.  Roberts.  Mr.  Chairman,  members  of  the  subcommittee,  I 
appreciate  the  opportunity  to  speak  to  you  today.  My  purpose  is  to 
give  the  committee  a  local  perspective  of  the  fairness  issue. 

Seventy  percent  of  rural  electric  cooperatives  in  the  Nation  have 
rates  that  are  higher  than  their  neighboring  utilities.  Many  of  our 
Texas  systems  fall  into  that  category.  My  own  cooperative,  how- 
ever, is  in  the  30  percent  whose  rates  are  not  higher.  At  least,  the 
residential  rates  aren't,  not  at  this  time.  The  reason  for  this  is  that 
we  serve  both  rural  and  urban  areas,  and  we  serve  in  close  proxim- 
ity to  an  investor-owned  utility  and  a  municipally  owned  utility. 
We  feel  very  strongly  that  our  rates  must  be  competitive  with  those 
of  the  other  utilities  in  the  area. 

Because  of  that  position,  we  operate  very  lean  and  purposely 
keep  our  rates  low  and  competitive  at  the  expense  of  our  financial 
condition.  We're  not  alone  in  that.  Many  other  medium  to  large  co- 
operatives serve  some  good  areas  with  high  density,  but  we  serve 
some  very  poor  areas  as  well.  Those  of  us  who  serve  irrigation 
loads,  those  of  us  who  are  lucky  enough  to  do  that,  stay  in  a  feast 
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or  famine  situation  just  about  all  the  time.  Almost  all  of  us  serve 
very  poor  areas  along  with  the  few  areas  that  help  pay  the  bills. 

In  my  own  State  of  Texas,  61  out  of  our  254  counties  have  pov- 
erty rates  of  at  least  26  percent,  twice  the  national  average,  accord- 
ing to  the  1990  U.S.  Census.  The  majority  of  those  61  counties  lie 
far  from  the  major  cities.  A  dozen  of  them  lie  in  west  Texas  where 
I  live,  and  one  is  in  my  own  cooperative  service  area.  Yet  we  want 
to  do  our  part.  We  do  not,  however,  want  to  be  sacrificed  so  that 
the  other  segments  of  the  electric  utility  industry  can  receive  even 
more  subsidies.  We  will  become,  and  our  members  will  become, 
even  more  financially  stressed,  and  the  already  wealthy  investor- 
owned  utilities  will  become  even  wealthier. 

Let  me  give  you  a  case  in  point:  The  chief  executive  officer  of  the 
investor-owned  company  in  my  area  has  been  quoted  by  Forbes 
Magazine  in  the  March  issue  that,  and  I  quote  the  magazine,  "he 
is  eyeing  several  financially  troubled  electric  cooperatives  along  his 
service  boundary."  I  can't  help  but  wonder  if  that  company  would 
continue  to  provide  quality  electric  service  to  those  poverty  areas 
after  it  succeeds  in  taking  us  over. 

Thank  you  very  much. 

Mr.  English.  Thank  you  very  much,  gentlemen.  I  wonder  if  we 
could  have  the  last  two  charts  up  with  regard  to  the  subsidy.  I 
want  to  say  that  I'm  impressed  with  the  attitude  with  which  you 
come  here  today.  I  think  the  public-spirited  nature  is  one  that's 
very  commendable  and  one  we  deeply  appreciate,  and  it  certainly 
makes  the  job  of  this  committee  much  easier. 

I've  got  to  say  I'm  rather  astounded  at  the  level  of  subsidies  by 
the  Federal  Government  to  various  providers  of  electricity.  I  know 
that  I  and  the  rest  of  the  public  have  been  hearing  for  some  time 
from  critics  of  the  REA  program  about  all  these  subsidies  that  are 
going  to  rural  America,  and  I  take  note  of  the  fact  that  we're  talk- 
ing about  a  cooperative.  This  is  owned  by  the  users  themselves,  the 
people.  So  any  subsidy  that  there  is  in  effect  goes  directly  to  the 
consumer.  It's  a  consumer  subsidy. 

With  regard  to  investor-owned  utilities,  the  $62  per  consumer, 
does  that  go  to  the  consumer,  Mr.  Bergland? 

Mr.  Bergland.  Well,  in  a  way  it  does.  Under  the  tax  laws,  the 
utilities  are  able  to  estimate  their  income  tax  liabilities  and  put  it 
in  the  rate  base.  That's  approved  by  the  State  regulatory  commis- 
sion and  is  standard  doctrine.  But  by  the  time  they've  taken  the 
standard  deductions  which  the  law  allows,  there's  a  certain  amount 
of  that  tax  collected  that  is  not  remitted  to  the  United  States,  and 
they're  allowed  to  keep  that  in  the  coffers  of  the  utility. 

It's  tantamount  to  an  interest-free  loan.  It  is  recognized  as  such 
by  everybody  that  examines  the  electric  utility  business,  and  it's 
justified  on  the  grounds  that  this  utility  has  to  serve  the  hard- 
pressed  communities  within  the  city,  and  that  this  kind  of  support 
is  necessary  to  be  able  to  maintain  electric  service  in  communities 
where  it's  not  easily  done.  We  have  no  fault  to  find  with  that.  We 
think  that  they  have  a  legitimate  case  to  make. 

Mr.  English.  I  think  that  is  a  good  point,  but  by  the  very  name 
"investor-owned,"  do  the  investors  receive  a  profit?  Do  they  receive 
benefit,  then,  from  that  tax  subsidy? 
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Mr.  Bergland.  Well,  that  tax  is  held  in  an  escrow  account  and 
is  used  by  the  corporation  for  its  utility  responsibilities.  It's  not  re- 
turned as  a  dividend  to  stockholders.  It's  simply  held  there.  It  does 
enable  the  utility  to  be  more  profitable,  of  course,  and  to  that  ex- 
tent, the  stockholders  do  gain. 

Mr.  English.  So  the  stockholders  do  benefit  from  the  subsidy.  Is 
that  correct? 

Mr.  Bergland.  Indirectly,  they  do,  yes,  sir. 

Mr.  English.  So  the  stockholder  who  lives  in  Beverly  Hills,  Cali- 
fornia, or  Long  Island,  New  York,  a  wealthy-type  of  individual,  he 
in  effect  is  profiting  by  this  subsidy. 

Mr.  Bergland.  That's  right.  In  fact,  there  are  a  couple  of  inves- 
tor-owned utilities  in  New  York  that  have  obtained  REA  loans  over 
the  years. 

Mr.  English.  And  we  have,  then,  in  this  case,  the  people  that 
are  supposed  to  directly  benefit,  the  people  who  are  users  of  this 
service,  don't  directly  receive  the  kind  of  benefits  that  you  would, 
say,  in  a  cooperative,  where  all  of  that  would  go  to  the  members 
who  are  users  themselves.  In  this  particular  case,  we  have  individ- 
uals who  most  likely — I  think  there's  not  much  question — are  very 
wealthy  individuals  who  are  benefiting  from  this  Government  sub- 
sidy of  $62  per  consumer.  Is  that  correct? 

Mr.  Bergland.  Yes,  that's  correct.  Those  utilities  are  not  allowed 
to  establish  a  means  test  any  more  than  we  can.  When  we  get 
someone  in  our  service  territory  who  applies  for  electric  service,  we 
have  to  hook  that  business  up  or  that  person  up.  We  have  no  choice 
in  the  matter.  We  are  not  allowed  by  State  law  to  inquire  as  to  the 
wherewithal  of  that  prospective  customer.  We  can't  ask  whether  he 
or  she  is  rich  or  poor  and  establish  an  electric  rate  base  accord- 
ingly. 

Mr.  English.  So  you're  unable  to  cherry  pick,  as  it  would  be,  the 
areas  that  you  wish  to  serve  and  ignore  those  areas  that  may  not 
be  profitable. 

Mr.  Bergland.  No  one  can.  Once  the  territories  are  assigned, 
we're  obligated  to  serve  everybody  who  requests  service. 

Mr.  English.  Well,  with  regard  to  municipals,  I  notice  in  city- 
owned — I  have  no  idea  in  some  of  our  larger  cities  whether  they're 
investor-owned  or  whether  they're  city-owned  utilities — in  those 
cases,  we  have  some  very  wealthy  areas.  I  mentioned  Beverly  Hills, 
California.  Are  the  rates  higher  in  Beverly  Hills,  California,  say, 
than  they  would  be  in  some  other  areas  of  the  city  of  Los  Angeles 
or  the  surrounding  areas? 

Mr.  Bergland.  I  don't  know  about  that.  The  city  of  Los  Angeles 
has  a  city-owned  power  company,  as  they  do  in  Sacramento  and  in 
Nashville,  Tennessee,  and  Tallahassee,  Florida.  There  are  2,000 
like  these,  and  my  hunch  is  that  the  stronger  the  financial  where- 
withal of  the  community,  the  lower  interest  they  pay  on  the  bonds 
they  sell,  because  bonds  are  rated  according  to  the  financial  stabil- 
ity of  the  community  served. 

Mr.  English.  So  in  effect  what  we  find,  then,  is  that  very 
wealthy  individuals  pay  the  same  rate  as  the  very  poor  individuals 
in  those  communities,  but  I  don't  hear  criticism  of  that.  I  don't  hear 
criticism  that  in  whether  it  be  Beverly  Hills  or  whether,  again,  it 
be  some  of  the  wealthier  areas  of  New  York  City  their  rates  are 
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the  same  as  they  would  be  for  some  of  the  poor  citizens  of  that 
community.  It  seems  rather  strange  to  me  that  we  don't  hear  this 
kind  of  evaluation  being  made.  As  I  said,  I  find  it  rather  astound- 
ing, and  perhaps  it's  information  that's  simply  not  been  made 
available  to  the  press,  but  I  certainly  appreciate  it  being  made 
available  to  this  committee. 

I,  like  you,  don't  have  any  criticism  of  the  fact  that  we  help  de- 
liver power  to  all  of  our  citizens  in  this  country,  but  what  I  do  find 
real  difficulty  in  understanding  is  why  they  would  single  out  those 
who  have  the  least  in  the  way  of  assistance  from  the  Federal  Gov- 
ernment as  opposed  to  those  who  have  the  most,  and  certainly  I 
have  difficulty  understanding  why  they  would  attack  the  very 
group  that  is  in  fact  a  cooperative,  where  the  people  themselves  are 
the  owners  and  are  receiving  the  benefit. 

If  we  eliminated  the  REA  altogether — and  some  have  advocated 
that;  some  have  told  us  we  should  simply  eliminate  the  REA — 
would  that  have  an  impact  with  regard  to  electric  rates  for  the 
users,  for  the  owners  of  this  cooperative? 

Mr.  Bergland.  Well,  it  would.  It  would  add  to  the  cost  of  borrow- 
ing money  for  the  needed  upgrading  and  the  maintenance  of  a  sys- 
tem. The  weaker  systems  would  be  the  first  to  go,  and  there  would 
be  strong  systems  that  could  survive,  without  a  question.  But  we 
believe  that  it's  important  that  we  maintain  universal  service, 
whether  it's  a  remote  village  of  Alaska  or  a  community  that's  40 
miles  west  of  Washington,  DC.  They're  all  as  important  as  each 
other,  and  it  would  be  a  mistake  to  say  we're  going  to  write  off 
large  chunks  of  the  rural  parts  of  the  United  States  and  simply 
force  them  to  go  back  to  the  stone  age.  We  think  that  that  would 
be  a  major  retreat  and  would  oppose  it  most  strenuously. 

Mr.  English.  I've  heard  one  critic  make  the  point — and  maybe 
this  is  the  way  that  many  people  view  it — "Well,  nobody  said  they 
had  to  live  in  rural  America."  Maybe  that's  where  the  real  cutting 
edge  is  on  this  issue,  the  question  of  whether  people  have  the  op- 
portunity to  live  where  they  wish  having  made  available  to  them, 
with  the  assistance  of  their  Government,  power  or  telephone  serv- 
ice. Perhaps  some  feel  that  that  should  not  be  the  case,  that  people 
shouldn't  live  in  rural  America,  shouldn't  be  given  the  chance  to 
live  in  rural  America,  and  perhaps  that's  what  this  issue  is  all 
about,  bottom  line.  But  when  we  look  at  those  numbers,  I'm  as- 
tounded that  critics  would  single  out  the  cooperative  owned  by  the 
people  that's  receiving  the  least  amount  of  assistance  from  this 
Government  for  criticism. 

Mr.  Gunderson. 

Mr.  Gunderson.  Well,  thank  you,  Mr.  Chairman,  and  thank  you. 
Bob,  and  your  colleagues  for  the  presentation.  I  want  to  follow  up 
the  tone  of  our  chairman  by  saying  this  is  pretty  dramatic  testi- 
mony that  you've  given  us  here  today.  It's  a  new  perspective  that, 
frankly,  I  was  not  aware  of,  and  I  would  like  to  suggest,  Mr.  Chair- 
man, even  though  this  is  not  an  executive  session  of  this  sub- 
committee, that  I  think  we  would  be  wise  if  this  subcommittee 
would  request  either  of  GAO  or  of  the  Congressional  Budget  Office 
an  analysis  of  direct  and  indirect  support  for  the  various  kinds  of 
electrical  utilities  in  this  country,  because  I  think  we  ought  to  have 
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that  as  a  part  of  the  budget  discussion,  and  we  ought  to  ask  for 
that  as  soon  as  we  can  do  so. 

I'd  Hke  to  suggest,  though,  and  I  guess  I'm  making  a  plea — and 
before  you  all  came  up  here,  in  the  previous  questioning,  you  no- 
ticed perhaps  that  Glenn  and  I  were  conversing,  and  I  said,  I  come 
from  Wisconsin.  I  understand  why  my  Wisconsin  rural  electric  co- 
ops can't  say  so,  but  the  truth  is  we  need  to  rewire  every  farm  in 
Wisconsin.  The  fact  is  that  we  today  have  farms  that  have  five 
times,  on  the  average,  the  number  of  cows  on  that  farm  operation 
than  they  did  at  the  time  it  was  wired.  The  wiring,  the  current 
can't  handle  it,  and  I'm  convinced,  although  they  can't  say  it — and 
they  may  not  agree — but  I  am  personally  convinced  the  reason  we 
have  this  issue  of  stray  voltage  is  because  none  of  us  is  out  there 
sa3'ing  the  reality  is  that  we  need  to  rewire  rural  America  for  the 
21st  century,  not  for  what  it  was  like  in  the  1930's. 

I  guess  I  say  that  as  an  example,  because  I  plead  with  each  of 
you — Bob,  you  know  that  I  had  a  couple  of  conversations  with  you 
during  the  1980's,  and  I  understand  why  nothing  got  done  during 
the  1980's,  but  I  think  that  what  we  ought  to  do  is  take  the  present 
challenge  and  convert  it  into  a  real  opportunity  for  us  to  redesign 
what  the  mission  of  RE  A  ought  to  be  for  the  21st  century  based 
on  the  previous  testimony,  based  on  the  realities  of  the  typical  con- 
sumer's needs  today,  based  on  the  telecommunication  high  tech- 
nology that's  essential  to  rural  America,  and  what  we  ought  to  do 
is  come  to  this  Congress  on  a  bipartisan  basis,  both  those  of  us 
here  on  this  side  of  the  table  as  well  as  you  on  that  side,  and 
present  to  this  Congress  and  to  the  administration  a  plan  for  the 
21st  century  and  change  the  dynamics.  Vince  Lombardi  said  the 
best  defense  is  a  good  offense,  and  I  plead  with  you  all  to  join  us 
in  that  effort. 

Mr.  Bergland.  Mr.  Gunderson,  I'm  not  able  to  comment  on  the 
precise  role  of  the  REA  in  the  agenda  you've  laid  out,  but  the  co- 
operatives have  a  role  to  play  in  this.  I  mean,  there  isn't  any  ques- 
tion but  that  the  cooperative  leadership  in  local  economic  and  com- 
munity development  is  a  critical  role.  We  know  that  development 
starts  at  home  or  doesn't  start  at  all,  and  that's  where  we  are,  at 
home.  We  have  937  distribution  systems,  we  have  13  million  cus- 
tomers, we're  local  in  our  origin,  we're  not  parts  of  holding  compa- 
nies, we're  not  for  profit,  we're  service-based,  and  we're  there.  We 
are  involved  in  economic  development,  and  we  need  to  extend  and 
expand  that  role. 

I'm  well  aware  of  the  problems  arising  in  the  distribution  of 
clean  water.  Water  is  a  very  critical  resource,  and  in  some  commu- 
nities it's  being  threatened,  and  other  places  it's  not  distributed. 
We  can  help  in  this  agenda.  Same  with  waste  management.  I'm  old 
enough  to  remember  when  we  had  garbage  to  dump  on  the  farm, 
we  just  dumped  it  in  the  nearest  ditch.  We  can't  do  that  anymore, 
nor  do  we  want  to  go  back  to  those  old  days.  We  have  to  collect 
and  manage  these  waste  materials  wisely  and  appropriately.  Co- 
operatives can  have  a  role  to  play  in  this  as  in  the  case  of  creating 
jobs. 

I  really  would  like  to  work  with  this  committee  in  thinking  about 
how  the  Government  can  help  us  in  these  efforts  to  improve  the 
economies  of  these  rural  communities,  for  if  we  do  not,  we're  going 
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to  have  more  riots  like  Los  Angeles.  I  mean,  these  urban  riot  prob- 
lems are  based  in  rural  poverty.  I  was  in  this  city  in  April  of  1968 
when  the  place  was  on  fire,  and  these  were  rural  persons  who  had 
been  driven  from  the  communities  in  which  they'd  been  bom  and 
raised,  forced  to  the  city  to  find  a  job  they  couldii't  find.  Of  course 
it  exploded.  The  way  to  cure  these  matters  is  to  create  jobs  at  home 
so  that  persons  have  a  choice.  They  can  stay  at  home  and  raise 
their  family,  not  have  a  father  have  to  abandon  kids  and  go  away 
and  look  for  a  job. 

So  we  want  to  work  with  this  committee  and  with  you,  Mr.  Gun- 
derson,  and  the  Congress  in  revamping  the  mission,  and  exactly 
how  REA  should  fit  into  this  is  subject  to  some  negotiation. 

Mr.  GUNDERSON.  Thank  you. 

Thank  you,  Mr.  Chairman. 

Mr.  English.  Mr.  Minge. 

Mr.  Minge.  I'm  pleased  that  you're  here  this  morning,  and  I  was 
very  interested  in  the  testimony.  I  have  a  couple  of  questions. 

First,  looking  at  the  charts  that  were  here,  I  noticed  that  one  of 
them  had  to  do  with  the  number  of  consumers  or  members  per  mile 
of  line,  and,  Mr.  Whillock,  you  were  speaking  to  that  fact  in  the 
series  of  charts.  Is  there  any  less  expense  that  a  cooperative  or  a 
utility  that's  serving  a  low-density  area  has  in  putting  up  poles  and 
lines  that  would  make  it  less  expensive  to  serve  those  areas,  or  is 
it  pretty  much  a  uniform  expense  compared  to  what  you  would 
have,  say,  in  the  city? 

Mr.  Whillock.  Mr.  Roberts  might  speak  to  that  better  than  I 
can,  but  the  cost  of  putting  the  facilities  up  per  mile  of  line  is  going 
to  be  about  the  same  whether  it's  in  the  country  or  in  the  city.  The 
only  difference  I  can  think  of  is  the  difference  in  the  cost  of  financ- 
ing. If  we  could  get  whoever  can  get  the  lowest-cost  financing  to  fi- 
nance those  facilities,  that  might  be  a  little  bit  better  advantage. 
Whenever  you  have  30  or  40  consumers  per  mile,  that  does  not  off- 
set any  difference  in  the  cost  of  financing. 

Mr.  Minge.  So  for  a  local  distribution  system,  the  investment  per 
consumer  or  member  is  much  higher  serving  a  rural  area  than  it 
is  serving  an  urban  area. 

Mr.  Whillock.  That's  correct. 

Mr.  Minge.  Another  question  that's  of  concern  to  me  or  topic 
that's  of  concern  to  me  is  the  problem  that  we  face  in  some  of  our 
communities  with  territorial  boundaries.  Do  you  have  any  rec- 
ommendations— and  I'm  addressing  this  to  the  three  of  you — as  to 
how  Federal  programs  should  be  designed  for  economic  develop- 
ment— and  we've  talked  about  the  information  highways  and  so 
on — so  that  the  rural  electric  co-ops,  the  telephone  co-ops,  and 
other  local  entities  can  both  participate  in  these  programs  and 
make  them  widely  available  in  rural  areas  without  regard  to  terri- 
torial and  service  boundaries? 

Mr.  Bergland.  Mr.  Minge,  we  have  launched  a  new  effort  to  see 
what  can  be  done  among  rural  utilities  to  share  services.  For  the 
first  time  ever,  we  have  a  cooperative  in  Wisconsin  that  is  provid- 
ing service  to  a  utility  that's  owned  by  Northern  States  Power 
Company,  a  well-run  utility  out  of  Minneapolis  that  foimd  the 
maintenance  of  service  in  that  little  rural  community  was  unprofit- 
able, and  so  they've  entered  into  a  service  agreement  with  a  cooper- 
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ative.  We  have  dozens  of  instances  where  the  cooperative  and  the 
local  municipality  are  sharing  services  and  collaborating  between 
them  and  among  them  to  find  ways  in  which  they  can  pool  their 
meager  resources  for  the  benefit  of  all  concerned.  We  applaud  this, 
and  we  encourage  more  of  this  sort  of  thing. 

There  are  some  range  wars  that  go  on  in  some  communities, 
knock-down  drag-out  fights,  by  the  municipalities  that  are  using 
their  powers  of  eminent  domain  to  simply  take  what  they  regard 
as  a  birthright.  We  resist  that,  but  we  certainly  encourage  coopera- 
tion so  that  we  can  all  come  out  ahead. 

Mr.  MiNGE.  At  this  time  are  the  rural  electric  cooperatives  able 
to  make  loans  even  within  municipalities  so  that  the  programs  that 
we  have  for  rural  economic  development  that  come  through  REA 
are  available  without  regard  to  service  territory  boundaries? 

Mr.  Bergland.  I  don't  know  if  REA  can  make  a  loan  to  an  urban 
system. 

Does  anybody  know? 

Mr.  Roberts.  Yes. 

Mr.  Bergland.  They  can,  Mr.  Minge.  The  REA  could  make  a 
loan  to  a  borrower  or  an  applicant  in  a  city  or  town. 

Mr.  Minge.  All  right.  With  respect  to  the  reform  efforts  that  we 
heard  about  earlier  from  the  Administrator,  are  these  things  that 
you  feel  the  rural  electric  co-ops  and  NRECA  are  able  to  cooperate 
in  and  play  a  significant  role? 

Mr.  Bergland.  Yes.  Since  Mr.  Huff  became  Administrator  nearly 
a  year  ago,  the  relationship  between  the  agency  and  the  rural  elec- 
tric cooperatives  has  improved  substantially.  He's  been  very  cooper- 
ative. We  have  organized  a  number  of  task  forces  to  advise  the 
REA  on  how  the  system  can  be  more  streamlined  and  improved, 
and  we've  had  good  cooperation  from  the  REA. 

Mr.  Minge.  Well,  speaking  on  behalf  of  myself,  and  I  expect  the 
committee  as  a  whole,  there  is  a  great  deal  of  interest  in  trying  to 
make  sure  that  we  have  excellent  service,  quality  service  in  rural 
America,  and  we  would  like  to  have  suggestions  from  NRECA  and 
other  groups,  including  the  telephone  cooperatives,  as  to  how  this 
administration  and  how  this  Congress  can  work  effectively  to  make 
sure  that  the  rural  depression,  so  to  speak,  that  we  still  suffer  from 
can  be  overcome  and  rural  America  can  be  a  strong,  vibrant  part 
of  our  economy. 

Ms.  Long  [assuming  chair].  Mr.  Allard. 

Mr.  Allard.  Thank  you.  Madam  Chairman. 

I'd  just  like  to  say  that  I  was  very  impressed  with  the  informa- 
tion that  you  brought  before  this  committee.  I  think  the  quality  of 
the  data  that  you  brought  here  is  on  par  with  the  quality  of  service 
that  you  provide  to  rural  America. 

I  have  three  questions  that  I'd  like  to  ask  you.  The  first  one  is, 
the  main  reason  rural  electrics  were  created  is  because  no  other 
utility  would  serve  those  rural  areas.  To  what  extent  are  investor- 
owned  facilities  or  public-owned  facilities  attempting  to  break  into 
areas  traditionally  served  by  the  rural  electric  co-ops? 

Mr.  Bergland.  Well,  it's  almost  always  a  local  situation.  We 
have  instances  in  which  the  area  adjacent  to  the  city  or  town  has 
developed — industries  moved  in  perhaps,  or  shopping  centers  have 
been  installed,  or  tract  housing  has  developed — and  in  some  of 
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those  cases  the  adjacent  investor-owned  utiHty  finds  that  to  be  an 
opportunity  in  which  they  could  make  money,  and  they  try  by  var- 
ious means  and  devices  to  acquire  certification  of  that  territory.  We 
generally  resist  that,  because  we  need  that  business  to  help  keep 
the  rates  down  for  those  who  live  in  the  more  rural  parts  of  that 
cooperative. 

As  a  general  matter,  we  get  along  well  with  the  investor-owned 
utilities.  They  do  a  good  job  serving  a  tough  market,  and  we  do  the 
best  we  can  in  these  rural  communities.  There  are  these  local  bor- 
der fights  not  just  with  the  investor-owneds,  but  with  the  munici- 
palities in  a  few  cases. 

Mr.  Allard.  In  your  testimony  you  talked  about  other  utilities 
using  tax-exempt  bonds  and  preferential  tax  treatment  as  a  form 
of  Government  subsidy.  Would  your  co-ops  prefer  one  of  those 
methods  as  opposed  to  the  current  loan  program  that  you  have? 

Mr.  Bergland.  We  would  like  to  work  with  this  committee  on 
some  possibilities.  We  have  researched  this  matter  rather  well,  and 
at  the  proper  time  we'd  like  to  share  this  information  with  you,  and 
we  think  there  are  some  possibilities  here. 

Mr.  Allard.  Thank  you.  Now,  the  administration  has  talked 
about  infrastructure  improvements  and  investments  recently. 
Could  you  tell  us,  other  than  affordable  electricity,  what  other  com- 
munity benefits  do  your  co-ops  provide  toward  improved  rural  in- 
frastructure? 

Mr.  Bergland.  We  are  involved  in  the  management  of  water  sys- 
tems in  some  communities,  We  collect  garbage  in  some  places.  We 
sponsor  sewage  treatment  facilities  in  some  places.  We  sponsor 
rural  television  in  communities  beyond  the  reach  of  cable.  We  in- 
stall television  sets  in  schools  to  take  part  in  this  distance  learning 
phenomena  which  was  described  earlier  today.  We  provide  leader- 
ship in  the  community's  economic  development  efforts.  We  have 
created  a  lot  of  jobs  in  the  private  sector  by  utilities  approaching 
employers  in  their  service  territory  and  inquiring  as  to  what  we 
might  do  to  help  them  expand  their  business. 

It  is  not  a  dramatic  kind  of  thing.  I  mean,  it's  not  like  landing 
a  large  autoplant,  but  it's  two  jobs  here  and  three  jobs  there  times 
thousands.  It  does  add  up. 

Mr.  Allard.  Do  you  do  an5^hing  with  telephones? 

Mr.  Bergland.  Not  the  electrics,  no,  sir.  The  National  Electric 
Association  works  with  the  telephone  associations  very  closely. 
They're  an  important  part  of  this  entire  rural  development  effort. 
Without  having  modern  telecommunications  available,  our  rural 
development  efforts  are  sunk. 

Mr.  Allard.  Very  good. 

Thank  you,  Mr.  Chairman. 

Mr.  English  [resuming  chair].  Mr.  Peterson. 

Mr.  Peterson.  Thank  you,  Mr.  Chairman. 

I  want  to  thank  you,  Bob.  This  is  information  that  I  really  was 
unaware  of  until  you've  made  this  available,  and  I  think  that  it's 
probably  a  good  idea  that  we  get  a  little  better  understanding  of 
just  what's  involved  in  these  different  components,  but  I  don't  have 
a  lot  of  confidence  that  the  General  Accounting  Office,  as  Mr.  Gun- 
derson  suggested,  is  going  to  get  it  to  us  in  time  to  do  us  much 
good.  Generally,  those  reports  take  a  year  or  two. 
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My  question  is,  do  you  have  more  information?  Who  helped  you 
put  this  together,  these  numbers?  You  don't  have  to  give  it  to  me 
today,  but  I  personally  would  be  interested  in  finding  out  more 
about  what  the  components  of  these  subsidies  are  so  I  can  talk 
more  intelligently  with  my  colleagues  as  this  whole  budget  situa- 
tion unfolds  as  to  what  is  made  up  in  that  $93  for  the  city-owned 
and  $62  for  the  investor. 

Mr.  Bergland.  Mr.  Peterson,  all  of  the  materials  in  these  charts 
were  derived  from  official  Government  studies,  and  we'd  be  glad  to 
share  those  sources  with  the  committee. 

Mr.  Peterson.  If  you  would  do  that,  I  think  that  would  be  real 
helpful.  As  I  understand  the  process,  once  we  get  past  this  budget 
situation  this  week — the  agricultural  cuts,  for  example,  are  going 
to  come  back  to  this  committee  to  be  looked  at,  and  so  the  more 
information  we  can  have  when  that  process  develops  and  the  more 
people  we  can  have  educated,  I  think  the  better  chance  we're  going 
to  have  to  do  what  we  need  to  do. 

The  other  chart  maybe  that  I  don't  know  if  you  can  come  up  with 
would  be,  what  effect  would  this  proposal  have  on  that  $46?  Have 
you  looked  at  that?  In  other  words,  if  this  goes  through  just  the 
way  it's  being  proposed,  is  that  going  to  go  down  to  $36?  Has  any- 
body looked  at  that? 

Mr.  Bergland.  It  will  go  down  right  away,  but  it  will  continue 
to  fall  as  time  goes  on.  That's  the  unfortunate  fact. 

Mr.  Peterson.  So  I  don't  know  if  that  information  is  available, 
but  I 

Mr.  Bergland.  I  don't  have  it  with  me  at  the  moment,  but  we 
can  provide  it  for  the  committee. 

Mr.  Peterson.  I  think  it  would  be  helpful  for  us  to  be  able  to 
see  where  this  would  go  with  this  proposed 

Mr.  Bergland.  Are  you  talking  about  the  President's  proposal? 

Mr.  Peterson.  Right.  So  we'd  have  some  idea  of  what  we'd  be 
looking  at  out  in  the  future,  because  I  don't  believe  that  the  items 
that  are  included  with  the  investor-owned  and  the  city-owned  are 
being  touched  in  this  budget  proposal,  are  they? 

Mr.  Bergland.  The/re  not,  no,  sir.  The  President  has  proposed 
no  change  with  regard  to  the  issuance  of  either  tax-free  municipal 
bonds,  which  the  city-owned  systems  use  and  currently  pay  an  in- 
terest rate  somewhere  between  5  and  6  percent,  nor  does  he  pro- 
pose to  change  the  tax  deferral  advantages  of  the  investor-owned 
utilities.  Indeed,  the  President  is  suggesting  that  the  investor- 
owneds  be  further  supported  by  the  imposition  of  a  new  investment 
tax  credit. 

Mr.  Peterson.  I  guess  that's  part  of  getting  some  more  of  this 
information,  but  I  just  think  that  if  you  can  get  that  to  me  and  the 
other  members  of  the  committee,  it  would  be  helpful  to  us. 

Mr.  Bergland.  We  will. 

Mr.  Peterson.  I  think  this  is  very  good  information,  and  hope- 
fully we  can  use  it  to  make  sure  that  we  come  out  with  a  positive 
solution  to  the — I  really  think  there  are  some  opportunities  here 
maybe  if  we  can  get  people  to  focus  on  this,  and  there  may  be  some 
tools  that  can  be  given  to  you  folks  to  make  things  work  a  little 
better  out  there. 
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People  are  becoming  more  sophisticated  in  the  rural  area.  As  I 
said  earlier,  we've  got  two  people  working  full-time  on  economic  de- 
velopment, and  there's  tremendous  interest  in  the  countryside  in 
economic  development.  I  had  these  people  out  on  the  road,  and  one 
of  the  ideas  they  came  up  with  was  to  sponsor  an  economic  devel- 
opment seminar — ^well,  not  really  a  seminar,  but  they  called  it  De- 
velopment 1993,  which  we  held  about  a  month  ago  in  my  home  of 
Detroit  Lakes,  which  is  7,000  people.  We  had  150  different  present- 
ers. We  had  kind  of  like  a  job  fair.  But  what  happened  is  we  had 
2,300  people  show  up  on  a  Friday  at  this  development  conference 
from  my  district.  It  was  unbelievable  what  happened.  I  mean,  it 
just  shows  the  pent-up  demand  out  there,  if  you  will,  for  doing 
something  to  bring  jobs  and  to  save  their  rural  communities.  So 
they're  looking  for  ways  to  make  this  happen. 

Your  folks  in  my  district  have  been  very  good  in  working  with 
us.  As  I  said  earlier,  they've  helped  us  put  together  a  number  of 
different  situations.  So  maybe  out  of  all  of  this  we  can  put  together 
some  different  tools  that  can  help  us  make  the  economic  develop- 
ment effort  out  there  work  a  little  better. 

Mr.  Bergland.  One  matter  which  is  really  not  a  legislative  item, 
but  of  enormous  importance  to  us,  is  the  question  that  was  raised 
by  the  gentleman  from  North  Dakota,  Mr.  Pomeroy,  about  the  Fed- 
eral Financing  Bank  policy  with  regard  to  refinancing  some  of 
these  debts.  The  cooperatives  have  $18  billion  borrowed  from  the 
Federal  Financing  Bank  at  interest  rates  above  6.8  percent,  as  high 
as  14  percent,  which,  if  we  were  allowed  to  refinance  as  the  munici- 
palities do  and  as  the  investor-owned  utilities  are  permitted  to  do, 
we  could  have  a  $360  million  decline  in  the  cost  of  producing  elec- 
tric power.  That  is  the  same  as  a  tax  cut  to  these  rural  commu- 
nities. 

The  Federal  Financing  Bank  is  loan  sharking  us.  They're  making 
a  ton  of  money.  The/re  charging  us  up  to  14  percent,  and  they^re 
only  paying  6.8  percent  in  toda/s  markets,  maybe  less  than  that. 
They  do  not  want  to  give  up  this  very  attractive  profit  thej^re  mak- 
ing at  our  expense.  Unfortunately,  we  can't  afford  the  load.  We 
can't  afford  this  extra  tax.  It's  enormously  difficult  for  us  to  pay 
those  loan  shark  interest  rates.  The  administration  up  until  now 
has  been  unwilling  to  even  talk  about  this  matter.  We're  going  to 
see  whether  or  not  the  new  administration  is  more  amenable.  This 
does  not  require  a  change  in  law,  and  it's  not  a  matter  affected  by 
the  budget. 

Mr.  Allard.  Well,  thank  you  again  for  coming  before  the  com- 
mittee, all  of  you  gentlemen.  It  was  a  very  good  presentation. 
Thank  you. 

Mr.  English.  Ms.  Long. 

Ms.  Long.  Thank  you,  Mr.  Chairman. 

Mr.  Secretary,  thank  you  for  your  very  fine  testimony  and  also 
for  this  information  that  I  think  is  valuable  not  just  to  us  on  the 
committee,  but  to  all  of  us  who  are  involved  in  establishing  a  budg- 
et for  the  Government  for  this  year. 

There's  been  a  lot  of  talk  about  fairness  and  what  would  be  fair 
as  we  try  to  reduce  the  deficit.  Would  you  tell  me  what  you  think 
would  be  fair  regarding  rural  electric  cooperatives? 
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Mr.  Bergland.  Well,  we  would  like  to  be  treated  the  same  as  the 
municipalities.  I  think  we're  closely  related  to  them.  We're  local,  as 
they  are;  we're  not  for  profit,  as  they  are;  we're  service-based,  as 
they  are.  It's  harder  to  compare  us  with  the  investor-owned  utili- 
ties. That  is  quite  a  different  enterprise.  So  if  we  can  accept  the 
fact  that  we're  more  like  the  municipalities  than  we  are  the  lOU's, 
we  would  like  to  have  the  same  treatment  under  the  law  as  is 
granted  the  cities  and  towns.  Even  though  they  have  an  advantage 
in  having  higher  density  and  other  advantages,  forgetting  that  for 
a  moment,  if  we  could  get  the  same  deal  as  they  get,  we'd  be  satis- 
fied. 

Ms.  Long.  As  you  know,  in  Indiana  we  have  attempted  to  qualify 
for  tax-exempt  status  with  bonding,  and  Mr.  Coors,  I  know,  from 
Indiana  is  behind  you.  I  have  some  information  that  I  would  like 
to  submit  for  the  record,  but  would  also  like  to  have  for  the 
record — and  I  don't  know  if  Mr.  Coors  is  interested  in  providing  the 
information  or  if  you  are,  Mr.  Secretary — what  happened  in  Indi- 
ana when  there  was  an  attempt  to  qualify  for  tax-exempt  status 
with  bonding. 

Mr.  Bergland.  We  could  provide  that  for  the  record,  Ms.  Long. 

Ms.  Long.  I  think  that  would  be  very  valuable  for  this  commit- 
tee, and  I  thank  you. 

Mr.  English.  Without  objection,  so  ordered. 

[The  information  follows:] 
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MS.  LONG'S  MATERIAL  FOR  THE  RECORD  SUBMITTED  BY  MIKE  COORS 
OF  THE  INDIANA  RECA. 


Indiana  co-ops  have  been  looking  at  alternatives  to  REA  financing 
since  1991.   Among  the  options  we  looked: 

1)  We  tried  to  get  an  IRS  "private  letter  ruling"  in  1991.   This 
ruling  would  have  stated  that  co-ops  already  meet  the  qualifications 
to  issue  tax-exempt  bonds,  based  on  our  similarities  to  municipal 
electric  utilities.   The  IRS  ruled  against  our  petition. 

2)  We  received  passage  of  a  bill  in  the  1991  Indiana  General  Assembly 
to  allow  co-ops  to  issue  taxable  bonds  through  the  Indiana  Bond  Bank. 
The  Bond  Bank  is  a  qua si -nongovernmental  organization;  it  issues 
bonds  for  small  governmental  entities  who  save  money  by  allowing  the 
bond  Bank  to  spread  the  administrative  costs  of  the  bond  issuance  — 
the  legal  costs,  filing  fees,  etc.   Co-ops  can  issue  bonds  through 
the  bond  bank,  but  the  bonds  we  issue  are  taxable,  not  tax-exempt  at 
this  point.   If  we  do  acquire  tax-exempt  status,  then  we  will  be  able 
to  issue  tax-exempt  bonds  through  the  Bond  Bank,  or  independently. 

3)  In  1992-93,  the  NRECA  Resolutions  process  passed  a  resolution  — 
which  was  written  by  and  for  Indiana  —  to  study  tax-exempt  financing 
for  rural  electric  cooperatives,  as  an  alternative  to  the  REA  loan 
program.   It  is  largely  on  the  basis  of  this  resolution  that  NRECA 
has  been  able  to  pursue  Congressional  action  on  tax-exempt  bond 
status  for  rural  electric  co-ops. 

In  Indiana,  we  make  the  following  arguments  in  favor  of  tax-exempt 
bond  funding: 

1)  It's  not  REA; 

2)  It  allows  private  markets  to  judge  the  financial  strength  of  rural 
electric  co-ops,  and  to  set' the  bond  interest  rate  according  to  the 
financial  soundness.  .  This  gives  co-ops  an  additional  incentive  to 
operate  as  efficiently  as  possible; 

3)  It  allow  co-ops  to  look  to  their  own  back  yard  for  financing 
sources,  and  can  allow  interest  payments  to  remain  in  rural 
communities.   Co-ops  will  be  able  to  issue  their  bonds  to  local 
investors,  so  that  the  interest  which  the  consumers  pay  is  paid  right 
back  to  the  members,  their  neighbors,  and  local  investors.   Through 
tax-exempt  bonds',  co-ops  will  be  able  to  help  strength  local 
financial  resources; 

4)  Bond  financing  also  offers  flexibility  in  scheduling  lengths, 
terms,  and  conditions  for  co-ops  to  match  their  needs  to  the 
realities  of  the  marketplace. 

5)  It's  only  fair  that  rural  electric  co-op  receive  some  type  of 
federal  assistance  if  the  other  utilities  in  this  nation  are 
receiving  federal  subsidies. 
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Mr.  Bergland.  We  have  looked  into  the  possibiHty  of  obtaining 
some  kind  of  special  designation  under  the  bond  laws  which  would 
allow  us  to  qualify  for  the  issuance  of  tax-free  bonds  very  much  like 
the  municipalities.  It  would  require  a  change  in  law.  It's  a  matter 
which  would  take  considerable  negotiation,  I  think,  but  we  would 
like  to  have  that  option  explored,  because  in  some  communities 
that  might  be  the  best  way  to  go.  Other  communities  probably 
would  stay  with  the  REA,  but  what  we're  interested  in  is  providing 
the  communities  with  as  many  choices  as  can  be  provided. 

Ms.  Long.  Thank  you,  Mr.  Secretary,  and,  again,  I  do  want  to 
commend  you  for  your  testimony.  From  a  personal  standpoint,  I'm 
going  to  be  holding  town  meetings  in  my  district  this  weekend  on 
cutting  the  budget,  and  the  information  that  you've  provided  for  us 
today  is  something  that  I'm  going  to  be  able  to  share  with  the  con- 
stituents of  the  Fourth  District  of  Indiana.  I  very  much  appreciate 
the  information  that  you  have  provided  to  us. 

Mr.  Bergland.  Thank  you,  Ms.  Long. 

Mr.  English.  Mr.  Secretary,  we  talked  a  couple  of  years  ago  in 
a  hearing  that  we  held  with  regard  to  some  statements  that  had 
been  made  in  the  press,  and  we  were  talking  about  changes  in  the 
program,  particularly  with  regard  to  prioritizing  at  that  time,  and 
I  think,  if  I  recall  correctly,  we  both  agreed  on  the  record — this  was 
not  a  private  meeting,  but  a  public  meeting — we  both  agreed  on  the 
record  that  prioritization  needed  to  be  done,  and  that  before  the 
last  12  years,  we  had  had  such  a  prioritization.  In  fact,  when  you 
were  Secretary  of  Agriculture,  that's  the  way  it  was  handled. 

The  system,  as  it  was,  was  not  working  well  for  the  REC's,  and 
it  wasn't  working  well  from  the  standpoint  of  the  Government,  and, 
as  Mr.  Gunderson  characterized  it,  we  had  something  of  a  standoff 
because  cf  philosophy — people  who  were  philosophically  opposed  to 
having  any  kind  of  REA  program.  I  think  we've  arrived  at  that  day 
in  which  we  can  now  take  that  step. 

Fd  simply  like  to  say  that  there  is  no  question  that  we  need  to 
make  adjustments,  and  we  have  all  recognized  that  for  some  time, 
regardless  of  whether  there's  a  need  to  make  adjustments  to  meet 
President  Clinton's  budget  or  not.  This  was  going  to  come  about 
under  a  friendly  administration,  one  that  recognized  the  need  for 
the  REA  program.  I  think  that  we  will  undertake  that. 

I  just  simply  want  to  say  that  we  will  do  our  best  to  try  to  make 
certain  that  any  proposal  that  comes  forth  from  this  subcommit- 
tee— and  I  think  I  can  speak  for  the  Agriculture  Committee  in  the 
House  of  Representatives  as  well — will  be  one  that  will  treat  every- 
one fairly.  We  will  all  have  to  bear  some  of  the  burden.  There's  no 
question  about  that,  as  you  characterized,  and  I  appreciate  your  at- 
titude. 

But  we  also  want  to  make  sure  that  we're  able  to  achieve  our  ob- 
jective and  the  objective  of  developing  rural  America,  the  objective 
of  modernizing  the  delivery  of  electricity  to  rural  America,  the  mod- 
ernization of  our  telecommunication  systems  in  rural  America, 
modernizing  the  delivery  of  water  in  rural  America,  the  moderniza- 
tion of  dealing  with  waste  in  rural  America.  So  these  are  all  prob- 
lems that  this  subcommittee  must  deal  with,  and  we  intend  to  do 
that  as  a  part  of  an  overall  package. 
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We  may  very  well  be  calling  on  the  EEC's  to  do  more  than  they 
have  in  the  past.  We  will  likely  have  to  change  the  mission  some- 
what of  the  REA.  In  fact,  it  had  already  been  changed  in  1990,  and 
I  expect  that  we  will  move  further  in  that  direction.  I  think  the 
criticisms  that  we  have  received  in  this  committee  from  the  Aspen 
Institute  regarding  the  1990  farm  bill  were  vahd,  but  given  the  po- 
litical environment  in  which  we  were  dealing,  quite  frankly,  we  had 
little  or  no  choice.  That's  as  far  as  we  could  go. 

So  we  will  be  looking  forward  to  working  with  you  and  working 
with  the  REC's  and  all  of  those  who  we  rely  so  heavily  upon  to  im- 
prove rural  America  to  come  forth  with  a  change  in  the  way  we  ad- 
dress these  problems  and  one  in  which  we  do  it  more  in  the  context 
of  the  overall  issue  as  opposed  to  isolated  problems.  I  again  want 
to  thank  you  very,  very  much  on  behalf  of  the  subcommittee  for 
your  spirit  of  cooperation  and  the  spirit  of  the  REC's  and  the  infor- 
mation you  brought  us. 

Mr.  Whillock,  I  appreciate  your  coming  before  us  and  bringing 
the  charts.  You've  done  an  outstanding  job. 

Mr.  Roberts,  certainly  your  testimony  was  good.  No  question  that 
that  helped  us  get  a  taste  of  what's  taJcing  place  in  rural  America, 
and  particularly  I  was  delighted  to  get  a  little  of  that  taste  that 
was  so  close  to  my  home. 

So  thank  you  all  for  testifying  before  us. 

Mr.  Barlow.  Mr.  Chairman. 

Mr.  English.  Excuse  me.  I  think  Mr.  Barlow  has  a  question  be- 
fore we  discharge  you. 

Mr.  Bergland.  Of  course. 

Mr.  Barlow.  I  would  just  like  to  follow  on,  Mr.  Secretary,  from 
what  I  was  talking  about  before.  Let's  kick  over  the  traces  here, 
and  let's  sky-blue  a  little  bit  and  see  if  there's  some  way  that  we 
can  get  some  showcase  projects  going  that  would  involve  getting 
the  REA's  and  the  rural  telephone  systems  working  together.  Say, 
wiring  up  a  community  with  these  new  technologies,  overla3dng 
wire  into  homes  where  senior  citizens  live  so  the  nurses  can  check 
on  them,  into  farmsteads  so  people  can  be  brought  up  to  date  on, 
say,  new  engineering  solutions  in  farming  that  are  coming  along 
out  of  the  Extension  Service  and  out  of  the  land-grant  colleges  and 
being  able  to  ask  questions  back  and  forth.  Is  there  some  way  that 
we  might  be  able  to  get  some  demonstration  projects  going  here 
and  get  a  feeling  of  excitement  and  progress  with  the  programs 
that  we're  talking  about? 

Mr.  Bergland.  Yes,  Mr.  Barlow.  In  fact,  there  are  many  exam- 
ples out  there  now  going  without  much  notice,  but  we  can  certainly 
frame  these  and  attract  attention.  We're  excited  about  the  new 
technologies  in  telecommunications.  We  now  know  how  to  overcome 
the  cost  of  distance  at  the  speed  of  light. 

Mr.  Barlow.  That's  right. 

Mr.  Bergland.  An  enormous  change  is  taking  place  before  our 
very  eyes,  and  there's  no  way  that  we  can  keep  up  with  this  mat- 
ter. But  we  know  that  these  rural  communities  are,  given  half  a 
chance,  going  to  develop  and  create  jobs  at  home  rather  than  send- 
ing our  high  school  kids  off  to  city  places.  We  know  that  people 
would  rather  live  in  the  country  if  they  could  find  a  job.  I  mean, 
it's  a  well-established  fact.  So  as  time  goes  on,  as  industry  looks 
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for  new  places  to  expand,  as  persons  look  for  new  places  to  live,  the 
rural  communities  are  preferred.  But  if  they  can't  provide  the  nec- 
essary facilities,  it  can't  happen.  So  we  do  want  to  cooperate  with 
you  and  this  committee. 

May  I  yield  to  my  colleague,  Mr.  Roberts,  the  manager  of  a  sys- 
tem in  west  Texas? 

Mr.  Roberts.  May  I  add  that  our  electric  cooperative,  another 
electric  cooperative,  and  two  telephone  cooperatives  in  our  area 
have  combined  to  offer  to  a  22-county  area  in  west  Texas  this  di- 
rect broadcast  satellite  technology. 

Mr.  Barlow.  Now,  that's  not  necessarily  two-way,  is  it? 

Mr.  Roberts.  No,  it's  not  two-way. 

Mr.  Barlow.  But  you  can  bring  in  educational  programs  into  a 
central  office.  Could  you  visualize  the  day  where  the  local  REA  of- 
fice was  a  medical  dispensary,  a  gathering  place  for  people  to  come 
in  to  learn  the  latest  in  conservation  technologies  over  some  big 
screen?  A  community  center,  so  to  speak. 

Mr.  Bergland.  Probably  not,  but  I  think  that  that  facility  should 
be  in  the  local  clinic  or  appropriate  local  facility,  tied  into  the  lead- 
ing universities  in  the  State  for  diagnosis  and  for  care  and  treat- 
ment. We've  had  plenty  of  experience  with  distance  learning — we 
know  it  works — where  the  university  or  State  education  agency  can 
bring  signals  to  these  local  schools.  Mr.  Whillock  is  one  of  the  pio- 
neers of  this  in  Arkansas. 

You  might  tell  us  how  it  works. 

Mr.  Whillock.  We  furnished  every  school  district  in  Arkansas  a 
satellite  receiver  and  the  related  equipment,  installed  it  for  them 
so  that  they  could  receive  courses  over  distance  learning,  and  it's 
really  a  fine  thing.  We've  used  some  of  these  for  meetings  where 
they'll  have  conferences  or  meetings  to  train  people  who  want  to 
come  in  for  a  meeting,  and  the  program  is  put  on  wherever  they 
send  the  information  up  to  the  satellite,  but  it  comes  back  down 
at  this  particular  place,  and  they  take  it  off. 

We  have  also,  Bob,  programs  put  on  by  NRECA  here  in  Washing- 
ton that  we'll  have  people  in  our  area  come  in  to  one  central  office 
and  pick  it  off  the  satellite  and  hear  the  seminar  right  there  to- 
gether. There's  a  monitor  with  them  to  help  fill  in.  So  we're  already 
doing  some  of  the  things  you're  talking  about. 

Mr.  Barlow.  Good  programs.  I  applaud  you  for  them.  I  hope 
they  go  further.  I  also  hope  we  go  ahead  with  these  new  tech- 
nologies that  focus  in  right  on  the  home  where  an  older  person  is 
dwelling.  We're  looking  at  medical  care  costs  that  are  skyrocketing. 
Maybe  there's  some  way  to  bring  down  the  cost  of  a  nurse  going 
out  and  covering  a  community  of  older  people.  Just  by  interactive 
video  we  could  bring  that  cost  for  treatment  down  phenomenally 
and  save  ourselves  tremendous  amounts  of  money,  and  instead  of 
rural  America  having  to  wait  for  the  technological  evolution  to  de- 
velop, we'd  be  out  in  the  forefront  and  be  bringing  in  city  areas 
afterwards. 

Thank  you. 

Mr.  Bergland.  Mr.  Barlow,  I  think  this  matter  should  be  raised 
with  the  telephone  people  who  are  coming  after  us,  because  we 
think  there  are  some  new,  very  exciting  developments  both  in  the 
telephone  industry  and  in  some  of  the  fiber  optic  technologies. 
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Maybe  something  else  will  follow  in  that  same  field.  We're  not  say- 
ing that  satellite  transmission  is  the  best  way  to  go,  but  it's  a  way 
that's  available  at  the  moment.  We're  just  very  excited  about  the 
new  things  coming  in  the  interactive  television  technologies  which 
are  so  critical. 

Mr.  Barlow.  Let's  just  jump  the  fences,  and  let's  get  together. 

Mr.  Bergland.  Let's  do. 

Mr.  Barlow.  Thank  you. 

Mr.  English.  Again,  thank  you,  gentlemen,  for  your  testimony. 
We  appreciate  it  very  much. 

Next  we  have  a  panel  that  will  appear  before  us:  Mr.  Todd  Sand- 
ers, who  is  representing  the  Organization  for  the  Protection  and 
Advancement  of  Small  Telephone  Companies;  Mr.  R.G.  Nehring, 
who  is  representing  the  National  Rural  Telecom  Association  and 
the  Western  Rural  Telephone  Association;  Mr.  Bobby  Clemons,  who 
is  representing  the  National  Telephone  Cooperative  Association; 
and  Mr.  Robert  Orent,  who  is  representing  the  United  States  Tele- 
phone Association.  If  you  will  all  please  come  to  the  witness  table. 

I  want  to  stress  again  to  all  of  you  that  your  written  testimony 
will  be  made  a  part  of  the  record.  You  don't  have  to  give  it,  and 
if  you  would  please  summarize,  then  we'll  move  along. 

I  xmderstand  you  have  an  airplane  to  catch,  Mr.  Clemons,  and 
I'm  going  to  let  you  testify,  and  how  long  you  testify  is  going  to  be 
up  to  you,  and  I'm  going  to  excuse  you  the  minute  you're  through. 
So  we'll  let  you  begin. 

STATEMENT  OF  BOBBY  CLEMONS,  GENERAL  MANAGER, 
BLEDSOE  TELEPHONE  COOPERATIVE,  PIKEVILLE,  TN,  ON 
BEHALF  OF  THE  NATIONAL  TELEPHONE  COOPERATIVE  AS- 
SOCIATION 

Mr.  Clemons.  Thank  you,  Mr.  Chairman,  and  I  do  have  my  re- 
marks summarized  here. 

Members  of  the  committee,  my  name  is  Bobby  Clemons.  I'm  the 
general  manager  of  Bledsoe  Telephone  Co-op  in  Pikeville,  Ten- 
nessee. Bledsoe's  service  area  covers  764  square  miles,  or  about  12 
times  the  area  of  the  District  of  Columbia.  We've  got  over  1,200 
miles  of  pole  line  to  serve  about  7,400  customers.  That  amounts  to 
about  six  customers  a  mile. 

Bledsoe  Telephone  Co-op  is  a  member  of  NTCA,  the  National 
Telephone  Cooperative  Association,  and  I  am  representing  them 
here  today.  I'm  also  a  member  of  the  eastern  area  REA  Borrowers 
Group,  and  chairman  of  the  NTCA  REA  task  force,  which  was 
formed  2  years  ago  to  assist  our  members'  use  of,  and  future  need 
for,  the  rural  telephone  loan  program.  The  task  force  has  also 
played  a  vital  role  in  assisting  the  association  in  responding  to  the 
program's  critics,  and  working  with  Congress  on  a  viable  lending 
program  for  rural  telephone  systems  in  the  future. 

With  that  in  mind,  let  me  begin  by  stating  unequivocally  that  the 
REA  telephone  program's  time  is  now,  and  that  it  exists  for  the 
benefit  of  my  subscribers,  not  for  the  rural  cooperatives  and  tele- 
phone companies.  In  recent  years  this  subcommittee  has  built  a 
substantial  record  in  this  regard,  establishing  the  relationship  be- 
tween affordable  advanced  telecommunications  infrastructure,  its 
finances,  and  the  economic  health  of  this  Nation.  The  private-pub- 
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lie  partnership  that  is  represented  by  the  telecommunications  in- 
dustry's use  of  the  REA  loan  program  has  guaranteed  that  all 
Americans  enjoy  the  benefits  of  universal  telecommunications  serv- 
ices. 

Mr.  Chairman,  the  critics  of  the  program  have  repeatedly  at- 
tempted to  portray  its  job  as  being  done,  but  the  program  is 
charged  with  a  dual  mission.  This  mission  is  to  both  furnish  and 
improve  rural  telephone  service — costly  objectives  that  are  essen- 
tial to  the  national  defense,  international  competitiveness,  and 
global  leadership — and  the  REA  ensures  that  these  objectives  are 
met  in  the  Nation's  rural  areas,  which  are,  due  to  their  low  den- 
sity, a  very  high-cost  area. 

Our  industry  recognizes  the  dilemma  of  the  Nation's  spiraling 
debt.  In  fact,  we  took  the  bold  step  12  years  ago  of  agreeing  to  a 
freeze  in  the  REA  loan  telephone  program.  This  freeze  has  re- 
mained in  effect  until  this  day.  Today  the  industry  is  proud  of  the 
leadership  it  displayed,  and  if  there  were  no  other  way,  I'm  sure 
our  industry  would  work  together  to  respond  to  that  call  again.  But 
we  cannot  shoulder  that  responsibility  alone.  It's  imperative  that 
Congress  and  the  President  remain  cognizant  of  the  industry's 
record  and  of  the  role  it  should  play  in  economic  revitalization. 

There  are  four  or  five  particular  items  that  I  would  like  you  to 
pay  attention  to.  First,  a  substantial  amount  of  low-cost  capital 
must  remain  available  for  the  most  high-cost  hardship  and  emer- 
gency situations.  Then  the  program  interest  rates  must  remain  af- 
fordable and  should  involve  some  safeguards  to  protect  against  the 
possibility  of  interest  rates  rising  to  unaffordable  rates.  Current 
program  capital  levels  must  be  maintained  to  guard  against  the 
possibility  of  a  shortfall  in  the  future.  REA  staffing  levels  and  tech- 
nical and  engineering  expertise  should  not  be  compromised.  In  fact, 
the  REA  might  be  a  perfect  agency  to  beef  up  with  technical  profes- 
sionals from  the  downsizing  of  the  military  complex.  Finally,  the 
REA  telephone  bank  must  be  provided  relief  from  the  Federal 
Credit  Reform  Act,  which  has  been  interpreted  to  wall  off  the 
bank's  assets  and  equity  from  the  financing  of  new  loans,  thus  ren- 
dering them  ineffective  and  costly  for  borrowers. 

Finally,  the  rural  telephone  communications  industry  is  particu- 
larly concerned  with  the  lack  of  coordination  and  cooperation  that 
appears  to  be  representative  of  the  Federal  telecommunications 
policy  today.  The  courts,  Congress,  the  administration,  and  its 
agencies  must  remain  abreast  of  one  another's  proposals  as  well  as 
the  capabilities  of  the  telecommunications  industries. 

We  are  up  to  the  interactive  challenge  that  we've  mentioned. 
Just  give  us  a  chance.  Rural  America,  in  conjunction  with  the  rural 
telecommunications  industry,  can  be  our  Nation's  future.  Making 
efficient  use  of  the  resources  should  be  its  highest  priority. 

Thank  you,  and  I'd  be  glad  to  answer  any  questions. 

[The  prepared  statement  of  Mr.  Clemons  appears  at  the  conclu- 
sion of  the  hearing.] 

Mr.  English.  We'll  excuse  you  with  that. 

Mr.  Clemons.  Thank  you. 

Mr.  English.  Mr.  Orent. 
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STATEMENT  OF  ROBERT  W.  ORENT,  GENERAL  MANAGER,  HIA- 
WATHA TELEPHONE  CO.,  ON  BEHALF  OF  THE  UNITED 
STATES  TELEPHONE  ASSOCIATION 

Mr.  Orent.  Mr.  Chairman,  and  members  of  the  subcommittee,  I 
am  Robert  W.  Orent,  general  manager  of  the  Hiawatha  Telephone 
Company.  As  a  representative  of  the  United  States  Telephone  As- 
sociation, I  present  this  testimony  on  behalf  of  the  over  1,100  mem- 
ber companies  of  USTA  and  the  customers  they  serve. 

USTA  members  firmly  believe  that  a  strong  REA  telephone  pro- 
gram remains  essential  for  the  modernization  of  rural  tele- 
communications infrastructure.  Failure  to  modernize  will  cost  jobs. 
Without  system  upgrades,  rural  areas  will  be  left  out  of  the  emerg- 
ing information  revolution,  in  fact,  in  both  rural  and  urban  areas. 
Rural  telephone  systems  must  have  access  to  low-cost  REA  financ- 
ing to  fund  technological  improvements.  Rural  subscribers  must  re- 
ceive telecommunication  service  at  a  cost  and  quality  equal  to  those 
of  urban  subscribers.  New  services  essential  for  the  economic  devel- 
opment require  infrastructure  improvement.  Recognizing  this,  tele- 
communication experts  insist  there  will  always  be  a  need  for  REA's 
low-cost  capital. 

Let  me  be  very  clear  on  this  one  point.  It  is  not  the  telephone 
companies  that  will  suffer  from  a  diminished  REA  program.  Serv- 
ice to  rural  America  will  suffer  as  a  result  of  a  telecommunication 
infrastructure  that  does  not  keep  pace  with  the  rest  of  the  Nation. 
Lesser  service  in  rural  areas  will  result  in  lost  productivity,  lost 
jobs,  a  loss  of  potential  development,  and  economic  stagnation. 
Higher  interest  rates  will  discourage  investment  by  telephone  com- 
panies in  high-cost,  low-density  rural  areas,  and  the  new  busi- 
nesses that  might  have  been  attracted  to  the  rural  areas  by  a  mod- 
em telecommunications  infrastructure  will  be  lost. 

The  REA  telephone  program  targets  assistance  to  rural  tele- 
phone customers  and  keeps  them  on  the  network  while  allowing 
reasonable  phone  bills.  Higher  interest  rates  equal  higher  monthly 
bills.  It's  that  simple.  As  a  result,  lower-cost  REA  debt  helps  make 
modernization  feasible  while  keeping  rates  affordable  in  rural 
areas.  The  Government  cannot  afford  to  eliminate  assistance  to 
rural  communities'  telecommunications  needs. 

REA  has  brought  social  and  economic  benefits  to  rural  parts  of 
our  Nation  which,  particularly  in  recent  years,  have  suffered  severe 
economic  hardship.  Proposals  to  diminish  the  REA  telephone  pro- 
gram come  at  a  very  bad  time.  It  is  increasingly  clear  that  ad- 
vanced telecommunications  can  overcome  the  rural  disadvantages 
of  long  distance  and  low  density.  It  can  provide  modem  and  high- 
quality  medical,  business,  educational,  information,  and  entertain- 
ment service  to  rural  America. 

We  are  puzzled,  Mr.  Chairman,  at  a  proposal  that  funds  be  in- 
vested in  an  information  highway  while  essential  REA  low-cost 
capital  is  proposed  to  be  eliminated.  Rural  telephone  companies 
provide  the  last  mile  of  line  that  is  so  essential  if  information  high- 
ways are  to  reach  the  Americans  that  need  it  most.  The  REA  pro- 
gram benefits  America,  and  its  flawless  record  of  repayments  costs 
amazingly  little  for  the  benefits  that  have  been  received  by  the  Na- 
tion as  a  whole. 
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Mr.  Chairman,  assuring  a  strong  and  effective  REA  telephone 
program  will  retain  the  worthwhile  relationship  between  REA,  tele- 
phone companies,  and  rural  consumers,  which  benefits  all  Aineri- 
cans. 

Mr.  Chairman,  thank  you  for  your  support  of  the  REA  telephone 
program. 

[The  prepared  statement  of  Mr.  Orent  appears  at  the  conclusion 
of  the  hearing,] 

Mr.  English.  Thank  you,  Mr.  Orent. 

Mr.  Nehring. 

STATEMENT  OF  R.G.  NEHRmG,  PRESmENT  AND  CHAIRMAN 
OF  THE  BOARD,  ARIZONA  TELEPHONE  CO.,  ON  BEHALF  OF 
THE  NATIONAL  RURAL  TELECOM  ASSOCIATION  AND  WEST- 
ERN RURAL  TELEPHONE  ASSOCIATION 

Mr.  Nehring.  Thank  you,  Mr.  Chairman. 

My  name  is  E.G.  Nehring.  I  am  president  and  chairman  of  the 
board  of  Arizona  Telephone  Company  in  Phoenix,  Arizona.  My  ex- 
perience in  the  non-Bell  segment  of  the  industry  covers  some  32 
years.  My  emphasis  has  been  on  the  development  of  new,  rural  dial 
telephone  systems  in  the  rural  areas  of  the  State.  I've  also  been 
heavily  involved  in  industry  affairs,  and  I  speak  today  as  a  member 
of  the  National  Rural  Telecom  Association,  the  NRTA,  and  the 
Western  Rural  Telephone  Association,  which  represents  companies 
west  of  the  Mississippi  River. 

I  am  going  to  just  very  briefly  summarize  what  was  contained  in 
my  written  testimony,  Mr.  Chairman,  because  I  understand  that 
will  be  made  part  of  the  record,  and  I  will  try  to  insert  some  facts 
using  my  own  company  as  a  guinea  pig,  so  to  speak,  to  test  some 
of  the  principles  that  some  of  my  compatriots  here  have  already  ex- 
pressed. 

First  of  all,  in  describing  our  system,  we  serve  over  5,200  square 
miles  with  2,250  access  lines.  That's  about  the  medium-sized  REA 
borrower.  There  are  as  many  larger  and  as  many  smaller  than  us. 
We  have  900  route  miles  of  cable  and  2^2  customers  per  mile.  That 
compares  with  the  REA  averages  of  about  1,000  miles  per  system 
and  six  customers  per  mile,  so  our  density  is  lower  than  average. 
Our  investment  per  line  is  $3,600  compared  to  the  industry  aver- 
age of  about  $1,800,  so  it  is  double.  Our  current  program  is  to  con- 
tinue developing  the  digital  technology  in  the  remainder  of  our  ex- 
changes. 

Since  the  Communications  Act  of  1934,  universal  service  has 
been  the  objective  and  policy  of  Congress  and  of  this  Nation,  uni- 
versally available  service  at  affordable  rates.  Mr.  Chairman,  I  ap- 
plaud you  for  quickly  and  up  front  recognizing  the  element  of  uni- 
versal service  as  we  certainly  even  address  the  REA  funding. 

I  would  have  to  say  at  this  time  that  our  excellent  network  is 
just  not  going  to  be  accomplished  without  subsidization.  I  think  we 
just  need  to  bite  that  bullet,  because  the  density  and  the  cost  for 
providing  service  in  these  low-density  areas  just  will  not  support 
the  parity  that  higher-density  areas  can,  as  the  electric  witnesses 
testified  to. 

This  policy  of  Congress  has  been  implemented  through  the  FCC 
on  an  interstate  basis  and  through  the  State  regulators  on  an 
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intrastate  basis,  but  I  think,  Mr.  Chairman  and  members  of  your 
committee,  you  are  really  weighing  at  this  time  the  question  of 
whether  the  policy  of  universal  service  should  remain  and  to  what 
extent,  because  the  REA  program  is  an  integral  part  of  providing 
such  universal  service  in  rural  America.  You  just  cannot  have  uni- 
versal service  without  subsidy. 

As  a  former  chairman,  and  I've  been  on  the  board  of  directors  of 
NECA  when  the  divestiture  took  place— we  stepped  in  as  the  ad- 
ministrator and  the  filer  of  access  charges  and,  really,  as  the  bank- 
er— I  can  say  right  now  that  the  subsidy  that  we  address  here  in 
REA  is  peanuts  compared  to  the  necessary  support  payments  and 
subsidy  that  emanates  through  the  industry  itself,  exceeding  $1  bil- 
lion a  year.  But  every  bit  helps,  and  this  lower  REA  cost  is  critical 
to  our  spreading  the  service  and  retaining  it  in  the  rural  areas. 

I  have  some  2  percent  and  5  percent  loan  money.  We're  currently 
drawing  down  some  5  percent  money.  I  just  did  a  brief  summary. 
Assuming  our  roughly  $7  million  of  REA  funds  were  totally  drawn 
down,  which  they  are  not  yet,  our  annual  interest  payments  would 
be  $231,000.  If  the  6.8  percent  were  employed,  as  is  being  sug- 
gested, the  interest  would  increase  to  $472,000  per  year,  or  an  in- 
crease of  $240,000.  If  one  were  to  apply  the  after-tax  hit  of  that  in- 
creased interest,  it  would  result  in  annual  revenue  requirements 
from  somewhere  in  the  area  of  another  $144,000. 

When  I  look  at  our  local  revenues  on  an  annual  basis  of 
$270,000,  if  it's  the  local  ratepayer  who's  to  come  up  with  that  ad- 
ditional cost  of  interest — and  I  don't  know  who  else  will — the  im- 
pact will  be  significant.  I  notice  also  that  that  6.8  percent  may  not 
necessarily  stay  where  it  is.  In  flying  in  here  yesterday,  I  noticed 
Dan  Dorfman  in  USA  Today  was  quoting  an  expert  who  says  that 
by  year  end,  that  6.8  percent  rate  is  expected  to  top  8  percent.  The 
impact  would  be  just  that  much  more  severe. 

In  the  interest  of  saving  time,  I'm  going  to  skip  a  little  bit.  I 
know  the  other  people  have  testified  about  the  President's  economic 
package  of  rebuilding  America.  Linda  Garcia  mentioned,  "What's 
wrong  with  the  REA  telephone  program  that's  already  there?"  I 
submit  we  are  there  and  ready,  willing,  and  able  to  pursue  the  en- 
hancement of  services  within  those  rural  areas,  be  it  distance 
learning  or  distance  medical.  We're  already  doing  it  in  many  of  our 
areas,  although  we  have  not  yet,  of  course,  been  able  to  develop  the 
broadband  systems. 

I  think  that  the  committee  and  Congress  is  facing  a  distinct  chal- 
lenge. We  have  a  commitment  to  universal  service.  We  feel  it 
should  be  continued,  but  if  the  committee  concludes  that  this  com- 
mitment is  no  longer  appropriate  to  the  national  policy  goal,  then 
we  should  accept  that  and  accept  the  President's  proposal.  But  I'm 
afraid  that  the  proposal  overlooks  a  viable  entity  out  there,  and  it 
would  be  sending  the  wrong  signal  for  relatively  minor  savings  in 
the  overall  picture. 

If  we're  really  serious  about  revitalizing  our  rural  communities 
and  serious  about  creating  jobs  and  rebuilding  America  with  in- 
vestments, then  the  REA  insured  loan  program  should  stay  where 
it  is.  After  all,  there  are  some  bases  that  are  not  being  closed  and 
some  that  are.  Someone  hurts  and  someone  doesn't.  But  this  is  one 
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program  that's  worked  well,  and  let's  not  get  rid  of  that  with  a 
broad  brush. 

Thank  you,  Mr.  Chairman,  for  the  opportunity  to  comment. 

[The  prepared  statement  of  Mr.  Nehring  appears  at  the  conclu- 
sion of  the  hearing.] 

Mr.  English.  Thank  you,  Mr.  Nehring. 

Mr.  Sanders. 

STATEMENT  OF  TODD  SANDERS,  JR.,  VICE  PRESIDENT,  OPER- 
ATIONS, YELL  COUNTY  TELEPHONE  CO.,  ON  BEHALF  OF  THE 
ORGANIZATION  FOR  THE  PROTECTION  AND  ADVANCEMENT 
OF  SMALL  TELEPHONE  COMPANIES 

Mr.  Sanders.  Thank  you,  Mr.  Chairman,  and  members  of  the 
committee.  I,  too,  appreciate  the  opportunity  to  be  here  with  you 
this  afternoon  to  discuss  the  REA  loan  program  and  rural  develop- 
ment, and  also  I  would  like  to  ask  that  my  statement  be  included 
in  the  record.  Thank  you. 

I  would  be  remiss  in  my  responsibility — I  understand  that  we 
should  keep  our  remarks  to  2  minutes  or  less,  but  it  would  be  ut- 
terly impossible  for  me  to  summarize  for  you  the  benefits  our  com- 
pany, and  specifically  our  customers,  our  subscribers,  have  derived 
from  the  REA  program  in  under  2  minutes.  I'm  going  to  summarize 
this  in  the  interest  of  time  as  best  I  can. 

I  am  Todd  Sanders,  Jr.  I  serve  as  vice  president  of  operations  for 
Yell  County  Telephone  Company  in  Danville,  Arkansas.  We  have 
4,399  access  lines  in  an  area  approximately  500  square  miles  in 
size.  I'm  the  third  generation  of  my  family  to  provide  service  to  our 
customers,  and  our  company's  history  clearly  shows  the  benefits 
that  REA  provides  to  rural  i^erica. 

We  have  seven  exchanges,  all  of  which  are  fully  digital  with  SS7 
functionality,  and  we're  the  first  company  in  Arkansas,  with  the 
help  of  an  REA  loan,  to  upgrade  our  central  office  switches  to  a 
level  capable  of  providing  caller  ID  and  23  other  class  and  tradi- 
tional custom  calling  features. 

We  received  our  first  REA  loan  in  1967  and  have  borrowed  funds 
four  times  for  a  total  of  $9,133,000.  The  Yell  County  Telephone 
Company's  relationship  with  REA  has  ensured  that  our  customers 
in  rural  Arkansas  have  access  to  the  new  and  advanced  tele- 
communication services  that  are  available  in  urban  America. 

I  currently  serve  as  the  chairman  of  the  OPASTCO  REA  commit- 
tee. OPASTCO  is  a  national  trade  association  representing  more 
than  400  independently  owned  and  operated  telephone  companies 
throughout  the  United  States.  OPASTCO's  member  companies 
range  in  size  from  100  to  80,000  access  lines  and  serve  nearly  2 
million  subscribers.  Three-fourths  of  our  members  are  REA  borrow- 
ers. If  it  were  not  for  the  REA,  many  of  these  customers  would  not 
have  telecommunications  services  or  would  not  have  the  level  of 
telecommunications  services  that  they  now  enjoy. 

Many  see  the  job  that  REA  has  done  bringing  telephone  service 
to  so  many  in  rural  America,  and  they  say  REA's  job  is  done,  but 
it  must  be  made  clear  that  providing  service  to  rural  areas  is  not 
a  job  with  a  beginning  and  an  end,  rather  it  is  a  continuing  respon- 
sibility. Congress  recognized  this  continuing  responsibility  when  it 
drafted  the  language  that  created  REA.  Two  of  the  statutory  re- 
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sponsibilities  of  REA  are  to  furnish  and  improve  service  in  rural 
areas.  REA  funding  has  helped  furnish  service  to  rural  areas,  but 
only  continued  REA  funding  can  allow  for  the  compliance  with  the 
statutory  mandate  to  improve  these  services. 

Improving  service  denotes  a  continuing  responsibility  and  obliga- 
tion. REA  is  one  of  the  few  Government  programs  targeted  to 
America's  rural  citizens,  and  it  is  an  excellent  example  of  accom- 
plishing public  policy  objectives  through  Government  incentives  to 
the  private  sector. 

The  telecommunications  industry  is  facing  significant  techno- 
logical changes,  and  REA  is  needed  for  the  job  of  bringing  these 
new  technologies  to  rural  America.  As  the  need  for  new  services 
evolves,  rural  telephone  systems  must  have  access  to  financing  to 
fund  technological  improvements  such  as  digital  switching  equip- 
ment, fiber  optic  lines,  enhanced  services  such  as  emergency  911, 
and  SS7  networks.  This  program  is  necessary  to  bring  these  ad- 
vanced networks  and  attendant  services  to  rural  customers,  the 
true  beneficiaries  of  the  program. 

Mr.  Chairman,  it  must  be  made  perfectly  clear  that  the  REA  pro- 
gram is  for  the  benefit  of  rural  telephone  subscribers  and  not  rural 
telephone  companies.  Thus,  without  the  REA  program,  rural  Amer- 
icans and  their  communities  will  suffer.  Rural  areas  have  suffered 
severe  economic  decline,  and  investment  of  REA  loans  and  tele- 
communications would  result  in  a  myriad  of  benefits  for  these 
areas. 

As  we  move  into  the  21st  century,  the  REA  program  faces  its 
greatest  challenges.  Despite  enormous  odds,  the  REA  program  has 
helped  bring  telephone  service  to  rural  America.  Now  it  is  time  to 
ensure  that  rural  America  and  its  inhabitants  continue  to  receive 
these  services  and  that  they  continue  to  improve. 

Mr.  Chairman,  thank  you  again  for  the  opportunity  to  voice  our 
support  for  a  program  that  has  brought  telephone  service  to  so 
many  of  our  rural  customers.  The  REA  telephone  loan  program  is 
a  shining  example  of  accomplishing  public  policy  objectives  through 
Government  incentives  to  the  private  sector. 

I'd  be  happy  to  answer  any  questions,  if  you  have  them. 

[The  prepared  statement  of  Mr.  Sanders  appears  at  the  conclu- 
sion of  the  hearing.] 

Mr.  English.  Thank  you  very  much,  Mr.  Sanders.  In  your  opin- 
ion, and  as  far  as  your  organization's  concerned,  if  we  have  to 
choose — and  there  will  likely  be  some  kind  of  mix  in  choosing — 
what's  more  important,  access  to  capital  or  lower  interest  rates? 

Mr.  Sanders.  Mr.  Chairman,  I  was  discussing  this  with  my  col- 
leagues at  the  OPASTCO  office  yesterday,  and  we  were  debating 
which  answer  we  would  give  you  when  you  asked  me  that  question, 
and  I  must  say  that  it  is  a  very  difficult  question,  one  that  I  have 
a  problem  answering  because  I  would  like  to  have  both.  However, 
as  we've  heard,  in  the  spirit  of  reducing  the  deficit,  we've  all  got 
our  burdens  to  bear.  I  understand  that  the  REA  loan  program  may 
not  be  able  to  continue  as  it  is,  as  we  now  know  it;  however,  we 
would  hope  that  you  and  Congress,  the  appropriators,  would  be 
able  to  prioritize  in  a  way  that  would  allow  us  to  keep  the  program 
as  close  to  the  way  we  know  it. 
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Back  to  your  direct  question  about  the  availability  of  capital  ver- 
sus the  interest  rate,  once  again,  if  I  were  forced  to  answer  that 
question,  I  would  hate  to  go  to  the  REA  and  be  told  that  the  funds 
were  not  available  at  a  time  when  I  desperately  needed  those,  so 
if  I  had  to  answer  one  way  or  another,  I  would  say  availability  of 
capital. 

Mr.  English.  Mr.  Nehring,  I  understand  your  company  is  in- 
volved in  rural  development  projects,  and  with  regard  to  those  oth- 
ers that  you're  aware  of,  can  you  describe  to  us  some  of  the  rural 
development  efforts  that  you  all  have  undertaken? 

Mr.  Nehring.  Mr.  Chairman,  probably  the  best  known  activity 
we  have  had  is  upgrading  and  developing  a  modem  telephone  sys- 
tem down  on  the  Havasupai  Indian  Reservation,  where  approxi- 
mately 450  Havasupais  reside  in  the  bottom  of  the  Grand  Canyon. 
Within  the  last  year  approximately,  we  installed  new  digital  micro- 
wave and  we  installed  new  digital  switching.  The  area  is  very  re- 
mote, and  it  may  be  some  time  before  broadband  is  available.  But 
there  are  no  doctors  in  Havasupai.  Medics  will  go  on  tours  down 
there  for  a  year  at  a  time,  and  they'll  perform  minor  operations 
just  by  talking  over  the  phone. 

Our  new  facilities  will  permit  slow-motion-type  pictures,  and 
they  will  be  able  to  do  electrocardiograms  because  of  the  new  qual- 
ity and  reliability  of  that  service.  At  one  time,  until  this  project 
was  put  in,  at  a  cost  of  somewhere  around  $450,000  for  roughly  45 
end-user  customers — that's  about  $10,000  per  line — we  served  the 
area  with  a  75-mile  pole  and  wire  line  that  in  some  cases  was  at- 
tached to  the  cliffs.  Obviously,  it  didn't  give  the  quantity  or  the  re- 
liability of  the  service  those  people  needed.  I  think  it's  a  prime  ex- 
ample of  universal  service  and  REA  funding  being  used  for  that 
purpose. 

Other  than  that,  Mr.  Chairman,  we  have  not  directly  been  in- 
volved in  distance  education-t5npe  programs  or  broadband  pro- 
grams, but  we  certainly  stand  ready  to  work  on  those  and  cooper- 
ate with  the  various  entities  that  frequently  do  get  involved  in  such 
matters. 

Mr.  English.  Mr.  Orent,  we,  as  I  mentioned,  will  likely  have  to 
prioritize  as  far  as  this  program  is  concerned.  Can  you  give  us 
some  ideas  of  what  you  think,  from  a  criteria  standpoint,  we  ought 
to  be  looking  at  if  we  have  to  do  some  kind  of  needs  test  for 
prioritizing  of  these  programs? 

Mr.  Orent.  You  mean  a  needs  test  in  the  financial  or  economic 
sense  as  opposed  to  a  social  sense?  I'm  not  sure  what  type  of  needs 
test  you  mean. 

Mr.  English.  Yes.  Most  likely,  it  would  have  to  be  in  the  area 
of  financial,  and,  I  guess,  the  other  question  we  really  come  into — 
we've  listened  to  Ms.  Garcia  and  her  testimony  on  the  importance 
of  modernizing  telecommunications,  and  we  also  get  in  the  ques- 
tion, I  suppose,  in  some  areas  of  those  who  are  willing  and  have 
a  desire  and  want  to  modernize,  and  some  other  cases  where  the 
enthusiasm  for  modernization  may  not  be  quite  as  strong.  I  was 
wondering,  can  you  give  us  any  kind  of  thoughts  as  to  how  we 
should  approach  this  problem? 

Mr.  Orent.  I  don't  know  how  many  other  parts  of  the  country 
are  similar  to  the  circumstances  we  have  in  the  Upper  Peninsula 
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of  Michigan,  but  in  the  Upper  Peninsula  of  Michigan  it's  a  very 
sparsely  populated  area,  and  we  still  have  huge  areas  that  are  not 
served  by  any  telephone  company  at  all,  and  yet  those  huge  areas 
are  slowly  but  surely  being  populated  with  people  because  of  their 
natural  beauty. 

Many  of  these  people  are  older  people,  people  on  fixed  incomes 
who  are  coming  to  their  little  spot  in  paradise.  They  need,  want, 
£ind  are  demanding  telecommunication  service.  They  need  it  to 
maintain  their  health,  they  need  it  to  maintain  their  contact  with 
families,  and  in  some  cases,  business  people  need  it  to  maintain 
contact  with  their  business. 

Those  types  of  areas  are  the  types  of  areas  that,  without  the 
strong  REA  program,  could  remain  unserved  for  an  indeterminate 
period  of  time.  So  areas  that  simply  don't  have  access  to  tele- 
communication service  have  to  be  given  very  high  priority,  because 
that's  the  epitome  of  what  universal  service  is  all  about. 

As  far  as  financial  testing  of  individual  companies'  capabilities, 
that  may  very  well  be  something  that  would  have  to  be  considered. 
The  point  is  that  the  program  is  intended,  as  I  understand  it,  to 
help  bring  service  to  rural  areas,  and  while  a  company  at  a  given 
point  in  time  may  have  certain  financial  capabilities,  there's  a  mov- 
ing target  with  a  lot  of  opportunities  to  deploy  new  technologies 
and  new  services,  and  that  snapshot  look  at  a  company's  financial 
condition  at  any  point  in  time — I  think  it  would  be  terrible  if  the 
results  at  a  given  point  in  time  seem  to  dictate  that,  "Well,  we 
shouldn't  necessarily  consider  this  company  for  a  loan,"  because  it 
may  then  put  that  company  in  a  position  where  any  other  new  op- 
portunities that  come  along  to  improve  the  quality  of  life  in  that 
rural  area,  they  simply  couldn't  take  advantage  of  because  of  a 
means  test. 

Mr.  English.  Mr.  Barlow. 

Mr.  Barlow.  Thank  you,  sir. 

Mr.  Orent,  I  was  intrigued — you  referred  to  a  communications 
highway?  There  was  some  phrase  you  used. 

Mr.  Orent.  I  think  in  my  testimony  there's  reference  to  informa- 
tion highways. 

Mr.  Barlow.  Information  highway.  Is  this  coming  out  of  the  pro- 
grams that  have  been  promoted  in  the  campaigns  this  last  year  by 
President  Clinton? 

Mr.  Orent.  No,  sir.  This  just  simply  comes  out  of  the  industry's 
desire  to  provide  to  this  Nation  those  broadband  information  high- 
ways that  are  essential  to  providing  the  newer  types  of  services 
that  we  all  envision. 

Mr.  Barlow.  Good.  I'm  in  total  agreement  with  you.  I  think  tech- 
nology is  going  way  ahead  of  the  regulatory  boundaries  that  we've 
set  up  over  past  decades. 

Are  there  opportunities  here  for  reaching  into  homes  with  inter- 
active video  and  overla5dng  communications  and  doing  the  things 
that  Mr.  Nehring  talked  about  with  medical  information  and  medi- 
cal procedures  so  that  we  can  serve  people  in  rural  areas  better? 

I'm  an  admirer  of  the  rural  telephone  co-ops,  and  I  am  a  member 
of  one  in  western  Kentucky.  You  all  sure  do  know  how  to  do  it  at 
the  lowest  cost  per  customer  unit,  and  that's  why  I'm  trying  to  en- 
courage this  type  of  developmental  work  in  the  rural  telephone 
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areas,  because  as  we  reach  out  with  programs  of  medical  care  or 
continuing  education,  I  beheve  these  new  communications  tech- 
nologies are  going  to  be  vital.  If  there's  any  way  we  can  promote 
that,  I  think  we'll  have  an  asset  here  that  we  can  sell  to  the  Amer- 
ican people. 

Mr.  Orent.  I  agree,  Mr.  Barlow.  The  technology  is  generally 
available.  It's  a  question  of  affordability  by  the  companies  to  pro- 
vide it.  We  are  involved  in  a  proposal  to  provide  an  expansive  two- 
way  interactive  network  using  backbone  fiber  optics  that  serves 
half  a  dozen  counties  in  the  eastern  portion  of  the  Upper  Penin- 
sula, and  without  the  RE  A  program,  we  couldn't  even  begin  to  con- 
sider being  a  player, 

I  have  probably  one  of  the  most  remote  school  districts — I  do 
have  the  most  remote  school  district  in  that,  and  we  have  to  build 
about  40  miles  of  fiber  optics  to  meet  the  overall  requirements  of 
that  system.  Without  the  RE  A  program,  it  would  be  extremely  dif- 
ficult to  do  that  at  a  price  that  would  be  acceptable  to  that  school 
district. 

Mr.  Barlow.  Are  there  ways  that  the  REA,  the  rural  electric  co- 
ops, and  the  rural  telephone  co-ops  could  be  combining  to  produce 
efficiencies  and  open  up  new  areas  of  service? 

Mr,  Orent,  This  proposal  in  the  eastern  part  of  the  Upper  Penin- 
sula combines  the  efforts  of  four  telephone  companies,  including 
Michigan  Bell,  GTE,  and  two  small  independent  telephone  compa- 
nies, along  with  a  consortium  of  the  schools.  So  by  forming  a  con- 
sortium of  the  individual  school  districts  along  with  the  resources 
of  these  four  telephone  entities,  we  feel  confident  we'll  be  able  to 
put  together  a  network  that  will  serve  a  big  part  of  that  remote 
area, 

Mr,  Barlow.  Is  the  Rural  Electrification  Administration  involved 
in  any  way? 

Mr,  Orent,  They  are  indirectly  to  the  extent  that  I  am  an  REA 
borrower  and  so  is  one  of  the  other  companies,  and,  of  course,  they 
help  us  with  the  technical  standards  and  so  on  and  so  forth. 

Mr.  Barlow.  Have  we  gotten  to  the  point  where  one  wire  going 
into  a  home  can  deliver  everything  in  the  electric  medium? 

Mr.  Orent.  Technologically  it's  possible,  but  economically  it's  not 
yet  possible. 

Mr,  Barlow,  Thank  you, 

Mr,  Nehring.  Mr.  Chairman, 

Mr,  English.  Yes,  indeed,  Mr.  Nehring. 

Mr.  Nehring.  You  asked  about  a  means  test.  Something  occurs 
to  me,  that  really  we  have  a  means  test  right  now  in  the  REA  pro- 
gram. It's  based  on  density,  it's  based  on  times  earnings,  and  if  you 
don't  meet  that  means  test,  you  automatically  escalate  up  to  the 
bank  funding.  I  think  the  real  means  test  should  be  the  area  and 
the  people's  needs  rather  than  the  entity's  needs  if  we  are  to  ad- 
dress that. 

Mr.  English.  I'll  ask  this  to  any  and  all  of  you  who  wish  to  re- 
spond. We  have  some  areas  where  companies  are  interested — 
eager,  in  many  cases — to  modernize  the  telecommunications  sys- 
tems. We've  got  others  that  give  us  some  lip  service  that  the/re 
going  to  modernize,  but  we  don't  see  a  lot  of  action.  Should  this 
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committee  take  some  kind  of  action  to  differentiate  between  the 
two? 

Mr.  Nehring.  I  would  think,  if  I  may  start  off,  Mr.  Chairman, 
that's  starting  to  address  the  question  of  quahty  of  service,  which 
is  generally  controlled  by  the  local  State  regulatory  body  with  the 
jurisdiction  over  that  particular  certificated  area.  I  think  obviously 
if  REA  funds  are  not  requested,  I  don't  know  what  REA  could  do 
about  it. 

Mr.  English.  Well,  we  could. 

Mr.  Nehring.  Yes.  I  think  certainly  the  operating  people  with 
the  responsibility  to  modernize  the  area  should  be  prodded  to  do 
so  if  they  are  not  willing  to  do  it. 

Mr.  English.  The  problem,  as  I  see  it,  and  certainly  Ms.  Garcia 
testified  to  that  point — also,  as  we've  pointed  out,  we've  got  limited 
resources.  We're  going  to  be  investing  those  resources.  We're  talk- 
ing now  more  about  a  mix  than  we  are  individual  programs.  We're 
not  likely  to  find  ourselves  in  a  situation  anymore  where  we  can 
put  a  new  water  system  over  here  and  modernize  the  telecommuni- 
cations system  over  there  and  do  something  electric  someplace  else. 
All  this  stuff  is  going  to  have  to  go  together,  and  it's  going  to  have 
to  work  together. 

If  we  find  ourselves  in  a  situation  where  we  have  a  community 
or  an  area  that  has  an  opportunity  to  develop,  but  we've  just  got 
a  telephone  company  out  there  that  doesn't  want  to  modernize 
their  system  and,  quite  frankly,  that's  holding  up  the  bandwagon, 
the  real  question  comes  down  to,  what  do  we  do  about  that  kind 
of  a  situation?  That's  one  of  the  questions  that  I  think  this  commit- 
tee is  going  to  have  to  face.  I  realize  this  is  an  area  that's  tradition- 
ally been  reserved  for  the  States,  but  we  may  just  arrive  at  the 
point,  because  of  our  responsibility  overall  for  rural  development, 
that  we  may  have  to  step  into  that  breach. 

Mr.  Nehring.  I  agree  with  you,  sir,  that  the  telephone  aspect  of 
the  various  entities  certainly  is  the  glue,  and  if  you  are  trying  to 
build  a  water  system  and  you  can't  communicate  to  buy  materials 
and  get  things  done,  you're  in  deep  trouble.  I  would  certainly  be 
supportive  if  there's  a  recalcitrant- type  of  operation  out  there,  that 
if  they  can  be  prodded  into  accelerating  their  upgrade  program,  it 
should  be  done,  because  it  is  essential  to  rural  development. 

Mr.  English.  And  what  if  they  decide  they  don't  want  to?  What 
if  they  decide,  "Well,  I  make  my  money  in  the  city.  I've  got  a  num- 
ber of  these  little  towns  that  we're  servicing  out  here,  but  they 
don't  mean  a  whole  lot  to  me,  and  it  certainly  doesn't  make  sense 
for  us  to  modernize.  So  we'll  just  sit  there  and  we'll  take  whatever 
we  can  get  out  of  it.  This  equipment  is  old,  it's  already  been  writ- 
ten off.  Heck,  it's  all  profit.  It's  all  gravy.  Why  should  we  modern- 
ize? It  doesn't  make  sense  for  us  to  modernize"? 

Mr.  Nehring.  I'm  sure  there  may  be  some  of  those  around,  but 
I  have  not  seen  many  of  them,  if  any  of  them,  in  recent  years.  I 
have  seen  some  of  the  Bell  System  companies  selling  off  some  of 
their  rural  areas  simply  because  it  did  not  fit  their  developmental 
plans — this  is  happening  particularly  in  the  West — and  perhaps 
they  have  made  that  decision  that  the  investment  isn't  worth  it, 
and  hopefully  we'll  have  people  stepping  in  and  hopefully  some 
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REA  funding  available  for  upgrading,  because  there  are  areas  that 
are  just  in  that  condition, 

Mr.  English.  Well,  that's  kind  of  what  I'm  getting  at,  and  I'm 
wondering  in  those  cases  where  they're  unwilling  or  not  really  in- 
terested in  upgrading  or  it  doesn't  fit  in  their  plans  or  whatever, 
I'm  looking  for  a  way  to  prod  those  companies  into  selling.  You 
know,  if  they^re  not  going  to  do  the  job  and  not  going  to  modernize, 
particularly  if  we  find  that  kind  of  a  situation  in  an  area  that  we 
feel  has  an  opportunity  for  economic  development  and  one  that  we 
need  to  develop — if  we're  really  going  to  go  after  this  in  a  package 
way,  then  we're  going  to  have  to  look  at  those  kinds  of  problems, 
and  I'm  not  sure  how  we  get  at  that. 

Quite  frankly,  I'm  not  enthusiastic  about  the  idea  of  writing  up 
some  kind  of  legislation  to  do  it,  but  we're  going  to  have  to  find 
some  way  to  get  at  this,  and  I  would  hope  that  you  all,  through 
your  organizations,  would  give  that  some  thought  as  to  how  we  can 
deal  with  that  kind  of  a  problem,  because  it's  one  that  I'm  sure  in 
future  years  we'll  ask  you  all  to  come  back  and  speak  to  again.  We 
do  have  those  kinds  of  situations  in  some  areas  out  there,  and  we 
need  to  deal  with  that. 

I  want  to  thank  you  all  for  testifying.  You've  done  a  fine  job,  and 
you've  given  us  some  good  information.  I  think  this  hearing  today 
has  been  good  and  has  moved  us  along,  and  we  will  be  looking  for- 
ward to  working  with  you  in  meeting  the  needs  for  rural  America. 
Thank  you  again. 

Mr.  Combest  has  a  written  statement  that  he  wants  to  include 
in  the  record.  Also,  the  Aspen  Institute  had  some  information  that 
they  wanted  to  provide  us  for  the  record.  Without  objection,  Mr. 
Combest's  statement  will  appear  at  the  beginning  of  the  hearing 
and  the  information  from  the  Aspen  Institute  will  be  made  a  part 
of  the  file. 

[The  Aspen  Institute  information  is  held  in  the  committee  files.] 

Mr.  English.  Without  further  objection,  we  will  recess,  subject  to 
the  call  of  the  Chair.  Thank  you  very  much. 

[Whereupon,  at  1:25  p.m.,  the  subcommittee  adjourned,  to  recon- 
vene, subject  to  the  call  of  the  Chair.] 

[Material  submitted  for  inclusion  in  the  record  follows:] 
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FOR  RELEASE  ONLY  BY  THE 

HOUSE  COMMITTEE  ON  AGRICULTURE 


UNITED  STATES  DEPARTMENT  OF  AGRICULTURE 

RURAL  ELECTRIFICATION  ADMINISTRATION 

STATEMENT  OF  JAMES  B.  HUFF,  ADMINISTRATOR 

BEFORE  THE  HOUSE  SUBCOMMITTEE  ON  ENVIRONMENT, 

CREDIT,  AND  RURAL  DEVELOPMENT 


MR.  CHAIRMAN  AND  MEMBERS  OF  THE  COMMITTEE,  I  APPRECIATE  THE 
OPPORTUNITY  TO  BE  HERE  TO  DISCUSS  THE  COMMITMENT  YOU  AND  THE 
ADMINISTRATION  SHARE  IN  GETTING  THINGS  IMPROVED  IN  RURAL  AMERICA. 
I  CANNOT  THINK  OF  A  MORE  SUCCESSFUL  ROLE  MODEL  THAN  THE  RURAL 
ELECTRIFICATION  ADMINISTRATION  (REA)  FOR  IMPROVING  LIFE  IN  RURAL 
AMERICA  AND  WOULD  LIKE  TO  OFFER  A  BRIEF  "STATE  OF  THE  AGENCY." 

MR.  CHAIRMAN,  RURAL  AMERICA  IS  A  CENTERPIECE  OF  INSPIRATION  FOR 
THE  AMERICAN  WAY  OF  LIFE.   AS  YOU  WELL  KNOW,  HOWEVER,  LIFE  IN 
RURAL  AMERICA  IS  NOT  JUST  TREE-LINED  STREETS  AND  WHITE  PICKET 
FENCES.   IN  MOST  RURAL  AREAS,  THE  OVERALL  ECONOMY  HAS  BEEN  ANEMIC 
AT  BEST,  AND  FOR  OVER  A  DECADE  LARGE  NUMBERS  OF  PEOPLE  HAVE  FOUND 
IT  NECESSARY  TO  LEAVE  RURAL  AREAS  IN  SEARCH  OF  A  BETTER  LIFE. 
PROBLEMS  ASSOCIATED  WITH  HIGH  UNEMPLOYMENT  AND  LACK  OF 
EDUCATIONAL  OPPORTUNITIES  CAUSED  MANY  RURAL  RESIDENTS  TO  REMAIN 
IN  POVERTY.   THIS  ASSESSMENT  OF  RURAL  AMERICA  IS  NOT  MERE 
SPECULATION,  BUT  RATHER  A  SUMMARY  OF  REPORTS  COMPILED  BY  CREDIBLE 
SOURCES,  INCLUDING  THE  ECONOMIC  RESEARCH  SERVICE  OF  THE  U.S. 
DEPARTMENT  OF  AGRICULTURE,  THE  ASPEN  INSTITUTE  AND  THE  OFFICE  OF 
TECHNOLOGY  ASSESSMENT. 
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THE  ECONOMY  OF  RURAL  AMERICA  WAS  ONCE  PRIMARILY  DEPENDENT  ON  THE 
FAMILY  FARM.   TODAY,  HOWEVER,  AMERICA'S  AGRICULTURAL  INDUSTRY 
COMPETES  AND  COMMUNICATES  IN  A  GLOBAL  MARKET,  WITH  THE  FAMILY 
FARM  AND  OTHER  NATURAL  RESOURCE  INDUSTRIES  NO  LONGER  PROVIDING 
THE  PRIMARY  SUPPORT  FOR  THE  RURAL  ECONOMY.   RURAL  AMERICA  IS  IN 
TRANSITION  AND  NEEDS  THE  INFRASTRUCTURE  TO  PARTICIPATE  FULLY  IN 
THE  NEW  GLOBAL  ECONOMY. 

REA  HAS  PLAYED,  AND  WILL  CONTINUE  TO  PLAY,  A  MAJOR  ROLE  IN 
PROVIDING  LOANS  FOR  ELECTRIC  AND  TELEPHONE  SERVICE  THROUGHOUT 
RURAL  AMERICA.   TODAY,  VIRTUALLY  ALL  RURAL  AREAS  HAVE  RELIABLE 
ELECTRIC  AND  TELEPHONE  SERVICE  AND  NEARLY  ALL  RURAL  ELECTRIC  AND 
ALL  TELEPHONE  BORROWERS  ARE  FINANCIALLY  SUCCESSFUL  AND  STRONG. 
NEVERTHELESS,  REA'S  WORK  IS  FAR  FROM  COMPLETE.   RURAL  AMERICA  IS 
CHANGING,  AND  REA  CAN  AND  SHOULD  PLAY  A  ROLE  IN  THE  CHANGES. 

THIS  ADMINISTRATION  AND  YOUR  COMMITTEE,  MR.  CHAIRMAN,  HAVE  ONE 
OVERRIDING  GOAL  IN  COMMON  —  TO  IMPROVE  THE  QUALITY  OF  LIFE  IN 
RURAL  AMERICA.   LET  ME  SAY  A  FEW  WORDS  ABOUT  REA'S  POTENTIAL  ROLE 
IN  ACHIEVING  THAT  GOAL. 

MORE  THAN  EVER,  THERE  IS  A  COOPERATIVE  SPIRIT  AMONG  REA 
EMPLOYEES,  MANAGEMENT  AND  OTHER  INTERESTED  PARTIES.   LESS  THAN  A 
YEAR  AGO,  WHEN  I  CAME  ON  BOARD  AS  ADMINISTRATOR  OF  REA,  THE  FIRST 
ORDER  OF  BUSINESS  WAS  TO  BEGIN  THE  PROCESS  OF  MODERNIZING  AND 
STREAMLINING  SERVICE  TO  ITS  BORROWERS.   AN  AGENCY  TASK  FORCE  WAS 
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ORGANIZED  TO  PROCESS  IDEAS  AND  SOLVE  PROBLEMS  THAT  IN  THE  PAST 
HAVE  HAMPERED  THE  AGENCY'S  ABILITY  TO  EFFICIENTLY,  AND  PRUDENTLY, 
DELIVER  PROGRAM  SERVICES.   LAST  AUGUST,  ALL  REA  EMPLOYEES  WERE 
ASKED  FOR  SUGGESTIONS  ON  IMPROVING  PROGRAM  DELIVERY.   SINCE  THEN 
THE  TASK  FORCE  HAS  BEEN  WORKING  WITH  THESE  IDEAS  AND  IMPLEMENTING 
THEM  WHEREVER  POSSIBLE. 

I  AGREE  WITH  WHAT  SECRETARY  ESPY  HAS  SAID,  THAT  IF  A  GOVERNMENT 
AGENCY  ISN'T  FIRST  AND  FOREMOST  SERVICE  ORIENTED,  IT  ISN'T  DOING 
ITS  JOB.   WITH  THIS  CHARGE  IN  MIND,  REA  HAS  REFOCUSED  AND  IS 
CONTINUING  TO  REFOCUS  ITS  EFFORTS  TO  BE  MORE  "USER  FRIENDLY"  TO 
ITS  BORROWERS.   FOR  EXAMPLE,  THE  AGENCY  HAS  BEEN  WORKING  TO 
DEVELOP  NEW  STANDARD  FORMS  OF  MORTGAGE  TO  MEET  THE  NEEDS  OF  THE 
AGENCY  AS  WELL  AS  THOSE  OF  THE  DISTRIBUTION  AND  POWER  SUPPLY 
BORROWERS.   THE  AGENCY  ANTICIPATES  THAT  THE  NEW  MORTGAGE  FORMS 
WILL  ENABLE  FINANCIALLY  HEALTHY  BORROWERS  TO  MANAGE  THEIR 
OPERATIONS  WITH  LESS  DAY-TO-DAY  OVERSIGHT  FROM  REA.  IT  WILL  ALSO 
ASSIST  THOSE  BORROWERS  WHO  WISH  TO  OBTAIN  SECURED  FINANCING  FROM 
OTHER  LENDERS. 

THE  ELECTRIC  PROGRAM  RECENTLY  ADOPTED  "STANDARDS  AND  PROCEDURES 
FOR  PROCESSING  INSURED  LOAN  APPLICATIONS."   THIS  PROCESS  HAS 
IMPROVED  COMMUNICATIONS,  ALLOWING  US  TO  GIVE  MORE  SPECIFIC 
INFORMATION  TO  THE  BORROWER. 
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ALSO,  REA  RECENTLY  PUBLISHED  A  PROPOSED  REGULATION  SETTING  FORTH 
POLICIES  AND  PROCEDURES  FOR  GRANTING  LIEN  ACCOMMODATIONS  AND 
SUBORDINATIONS.   THIS  WILL  ALLOW  BORROWERS  TO  SECURE  NON-REA 
FINANCING  IN  A  MORE  EXPEDITIOUS  WAY. 

MOREOVER,  AS  YOU  ARE  AWARE,  MR.  CHAIRMAN,  REA ' S  RESPONSIBILITIES 
HAVE  BEEN  EXPANDED  IN  RECENT  YEARS  BEYOND  THE  LONGSTANDING 
ELECTRIC  AND  TELEPHONE  PROGRAMS.   REA  IS  ADMINISTERING  A  RURAL 
ECONOMIC  DEVELOPMENT  PROGRAM.   THIS  PROGRAM  WAS  CREATED  TO 
ENCOURAGE  ECONOMIC  DEVELOPMENT  AND  JOB  CREATION  PROJECTS  IN  RURAL 
AREAS  THROUGH  VARIOUS  LOANS  AND  GRANTS.   THE  PROGRAM  HAS  BEEN 
SUCCESSFUL  BECAUSE  OF  THE  EXTENSIVE  NETWORK  OF  BORROWERS  CLOSELY 
CONNECTED  TO  RURAL  AMERICA. 

SINCE  APRIL  OF  1989,  REA  HAS  MADE  3  39  RURAL  ECONOMIC  DEVELOPMENT 
LOANS  FOR  A  TOTAL  OF  $28.6  MILLION  TO  ELECTRIC  AND  TELEPHONE 
BORROWERS.   THESE  LOANS  ARE  GENERALLY  RE-LOANED  BY  REA  BORROWERS 
TO  EXISTING  BUSINESSES  AND  OTHER  COMMUNITY  ORGANIZATIONS. 
PROJECTS  FUNDED  INCLUDE  BUSINESS  START-UPS  AND  EXPANSIONS  AND 
COMMUNITY  PROJECTS  SUCH  AS  FIRE  STATIONS,  TOWN  HALLS  AND  DAY  CARE 
CENTERS.   THE  INFORMATION  COMPILED  FROM  THE  APPLICATIONS  INDICATE 
THAT  7,613  NEW  JOBS  WILL  BE  CREATED. 

I  WOULD  ALSO  LIKE  TO  ANNOUNCE  THAT  THE  FINAL  RULE  FOR  THE 
DISTANCE  LEARNING  AND  MEDICAL  LINK  GRANT  PROGRAM  WAS  PUBLISHED  IN 
THE  FEDERAL  REGISTER  ON  FEBRUARY  26,  1993.   AS  YOU  KNOW,   THIS 
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PROGRAM  WAS  CREATED  TO  ENABLE  RURAL  COMMUNITIES  TO  TAKE  ADVANTAGE 
OF  ADVANCED  TELECOMMUNICATIONS  AND  TECHNOLOGY  IN  EDUCATION  AND 
HEALTH  SERVICES.   SIMPLY  PUT,  IT  WOULD  ALLOW  A  VERY  SMALL  RURAL 
HOSPITAL  TO  COMMUNICATE  WITH  LARGE  URBAN  MEDICAL  CENTERS, 
PROVIDING  RURAL  COMMUNITIES  ACCESS  TO  UP-TO-DATE  DIAGNOSTICS. 
THESE  ARE  THE  KINDS  OF  THINGS  THAT  WE  AS  A  COUNTRY  NEED  TO  DO, 
AND  DO  MORE  OF,  TO  PROVIDE  ACCESS  TO  HEALTH  CARE  SERVICES  FOR  ALL 
AMERICANS  WHILE  KEEPING  MEDICAL  COSTS  DOWN.   A  TOTAL  OF  $5 
MILLION  FOR  THIS  PROGRAM  WAS  APPROPRIATED  IN  FISCAL  YEAR  1993. 

MR.  CHAIRMAN  AND  MEMBERS  OF  THE  COMMITTEE,  REA  HAS  MADE  GREAT 
PROGRESS  IN  ITS  EFFORT  TO  STREAMLINE  AGENCY  SERVICES  AND  "KEEP  UP 
WITH  THE  TIMES,"  AND  THE  NEEDS  OF  ITS  BORROWERS.   THE  AGENCY  HAS 
BEEN  ABLE  TO  ACCOMPLISH  MANY  THINGS  FOR  RURAL  AMERICA,  BUT  THERE 
REMAINS  A  SIGNIFICANT  ROLE  FOR  REA  IN  THE  AREAS  OF  MANAGEMENT, 
FINANCIAL  AND  TECHNICAL  ADVANCEMENT  ASSISTANCE. 

THE  CLINTON  ADMINISTRATION  IS  IN  THE  PROCESS  OF  DEVELOPING  A 
BUDGET  PROPOSAL  FOR  REA  THAT  WOULD  ALLOW  REA  TO  CONTINUE  TO  SERVE 
RURAL  AMERICA,  WHILE  REDUCING  COSTS  TO  THE  TAXPAYER.   AS  YOU  AND 
THE  MEMBERS  OF  THE  SUBCOMMITTEE  ARE  AWARE,  DETAILS  OF  THE 
ADMINISTRATION'S  BUDGET  PROPOSAL  ARE  STILL  IN  THE  PROCESS  OF 
BEING  FINALIZED.   THEREFORE,  UNTIL  THE  PRESIDENT'S  FISCAL  YEAR 
1994  BUDGET  IS  FORMALLY  SUBMITTED  TO  CONGRESS,  I  AM  UNABLE  TO 
PROVIDE  SPECIFICS  ON  THE  REA  BUDGET.   ONCE  THE  BUDGET  HAS  BEEN 
FORMALLY  PRESENTED  TO  CONGRESS,  HOWEVER,  WE  WOULD  BE  GLAD  TO 
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LISTEN  TO  YOUR  THOUGHTS  WITH  REGARD  TO  THE  PRESIDENT'S  ECONOMIC 
PLAN  AND  LOOK  FORWARD  TO  WORKING  WITH  YOU  TO  ENSURE  THE  EFFICIENT 
USE  OF  LIMITED  FEDERAL  SOURCES. 

MR.  CHAIRMAN  AND  MEMBERS  OF  THE  COMMITTEE,  THE  ROLE  OF  REA  IN 
RURAL  AMERICA  MAY  BE  CHANGING,  BUT  IT  STILL  HAS  A  ROLE  AS 
IMPORTANT  AS  EVER.   WE  CANNOT  AFFORD  TO  CONTINUE  TO  DO  "BUSINESS 
AS  USUAL."   THE  DEFICIT  OUR  NATION  FACES  IS  HARMFUL  TO  THE 
ECONOMY,  AND  THE  PRESIDENT'S  PROPOSAL  TO  STREAMLINE  REA  WILL  BE 
MINDFUL  OF  RURAL  AMERICA'S  NEEDS  AS  WELL  AS  THE  NATION  AS  A 
WHOLE. 

I  WOULD  BE  GLAD  TO  ANSWER  ANY  QUESTIONS  YOU  AND  THE  COMMITTEE  MAY 
HAVE. 

### 
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TESTIMONY  OF  LINDA  GARCIA,  PROJECT  DIRECTOR 

TELECOMMUNICATION  AND  COMPUTING  TECHNOLOGIES  PROGRAM 

OFFICE  OF  TECHNOLOGY  ASSESSMENT 

UNITED  STATES  CONGRESS 

BEFORE  A  HEARING  OF  THE  HOUSE  AGRICULTURE  SUBCOMMITTEE  ON 
ENVIRONMENT,  CREDIT,  AND  RURAL  DEVELOPMENT 


Mr.  Chalman  and  Members 

As  you  requested,  we  are  pleased  to  present  to  you  and  your  committee 
the  relevant  sections  of  our  August  1,  1991  testimony  on  Rural  Electrification 
Administration.   Our  comments  are  based  on  the  findings  of  OTA's  1991  study, 
Rural  America  at  the  Crossroads:   Networking  for  the  Future.   This  study  was 
undertaken  at  the  request  of  the  Joint  Economic  Committee  and  two  OTA  Board 
Members,  Senators  Charles  E.  Grassley  and  Orrin  G.  Hatch.   It  examined  how  the 
widespread  deplojrment  of  communication  and  information  technologies  might 
affect  economic  conditions  in  rural  America. 

Our  study  findings  relate  directly  to  your  consideration  of  rural 
telecommunication  needs  and  the  future  role  of  the  Rural  Electrification 
Administration,  although  we  have  not  examined,  and  therefore  cannot  comment 
on,  the  specific  financial  proposals  in  the  administrations  economic  package. 
Our  conclusions  suggest  that  the  job  of  providing  telecommunication  services 
to  rural  areas  has  really  just  begun,  and  that  the  REA  is  an  appropriate 
agency  to  assist  in  its  execution.   Let  me  briefly  tell  you  why. 
The  Challenge  for  Rural  America 

Although  often  isolated  and  remote,  America's  rural  communities  do  not 
exist  in  a  vacuum.   They  will  inevitably  change  as  the  world  around  them 
changes .   As  communication  technologies  extend  rural  ties  and  expand  rural 
markets,  these  communities  will  become  increasingly  vulnerable  to  national  and 


70 


global  trends  and  events.   For  rural  America,  the  most  critical  of  these 
developments  will  be  the  adjustment  to  a  highly  competitive,  service-based, 
global  economy  and  the  emergence  of  major,  worldwide  environmental  concerns 
that  will  compel  them  to  reorient  their  economies.   Since  many  rural 
communities  lack  essential  financial  and  human  resources,  and  often  depend  on 
a  single  industry  for  the  lion's  share  of  their  wealth  and  vitality,  their 
ability  to  adapt  to  these  changes  is  limited.   Without  some  form  of 
intervention,  these  communities  are  headed  for  decline. 
Rural  Telecommunication  Needs 

Tremendous  advances  in  communication  and  infomnation  technologies ,  and 
radical  changes  in  the  way  these  technologies  can  provide  services ,  have 
hastened  the  shift  toward  a  more  service -oriented  economy.   OTA  believes  that 
these  developments  hold  promise  for  rural  America.   Communication  technologies 
reduce  the  burden  of  space  -  -  a  factor  that  has  disadvantaged  rural  areas . 
Rural  communities  with  modem  communication  technologies  can  more  easily  deal 
with  their  problems.   Using  advanced  communication  technologies,  for  example, 
a  rural  business  can  link  to  other  businesses,  or  access  major  markets,  just 
as  easily  as  a  business  in  an  urban  area.   These  technologies  could  help  rural 
communities  overcome  a  number  of  the  barriers  that  have  limited  their  economic 
well-being  in  the  past. 

Whether  or  not  rural  communities  will  be  able  to  take  advantage  of  these 
technologies  for  development  will  depend,  in  part,  on  whether,  and  how 
quickly,  they  have  access  to  the  necessary  infrastructure.   In  evaluating  the 
communication  needs  of  rural  communities,  one  must  consider  not  only  a 
community's  own  economic  activities,  but  also  --  and  increasingly  --  the 
activities  of  its  competitors,  whether  they  be  businesses  in  urban  areas  or  in 
other  countries . 
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Ironically,  just  at  the  moment  when  communication  and  information 
technologies  are  beginning  to  play  a  critical  role  in  business,  the  regulatory 
structure  that  once  provided  rural  areas  equal  access  to  these  technologies  is 
coming  unraveled.   Divestiture  of  the  Bell  system  and  the  shift  towards 
deregulated  services,  together  with  the  emergence  of  large  private  networks, 
are  undermining  the  traditional  system  of  rate  averaging  and  subsidies  for 
local  telephone  service.   These  developments  have  occurred  at  a  time  when 
rural  economies  are  themselves  becoming  more  fragile  and  experiencing  job  and 
industry  losses,  and  when  --  given  the  trend  towards  a  service -based  global 
economy  --  their  information  needs  are  more  important  than  ever  before. 
New  Opportunities  for  Rural  America 

Measures  must  be  taken  to  assure  that  rural  areas  have  access  to  the 
necessary  communication  infrastructure.   Rural  communities  must  overcome  the 
cost  of  bringing  modem  telecommunication  services  to  areas  with  low 
population  densities  and  long  distances.   The  key  is  to  combine  the  demand  for 
services  from  different  users  in  the  rural  community,  creating  sufficient 
economic  clout  to  justify  the  deployment  of  the  latest  technologies  and 
services . 

Before  the  breakup  of  the  Bell  system,  decisions  on  telecom  services 
were  the  sole  province  of  AT&T  and  Federal/State  regulators.   This  is  no 
longer  the  case.   Technological  innovation  and  regulatory  flexibility  now 
allow  mixing  and  matching  of  network  design  and  business  relationships  to  fit 
the  needs  of  the  users.   This  is  particularly  important  to  rural  areas,  which 
have  been  forced  in  the  past  to  accept  network  designs,  services,  and 
regulations  based  on  a  universal  design.   Just  as  businesses  are  taking 
advantages  of  these  developments  to  create  their  own  customized  communication 
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networks,  so  too  might  rural  conununities .   However,  whereas  many  business 
networks  are  established  along  organization  lines,  rural  networks  could 
instead  be  configured  around  the  geographic  boundaries  and  needs  of  an  entire 
community. 

In  our  report,  we  developed  the  notion  of  a  "Rural  Area  Network"  or  RAN 
(See  figure).   A  RAN  would  electronically  link  many  users  in  a  community, 
including  small  businesses,  educational  institutions,  libraries,  health 
services,  and  government  services.   For  many  rural  communities,  this  combined 
demand  would  equal  that  of  a  modest  corporation  or  large  business  and  thus 
make  it  economically  feasible  to  utilize  more  advanced  technologies,  such  as 
digital  switching  and  fiber  optic  transmission.  RAN's  could  also  become 
networks  within  networks  by  linking  them  statewide  through  State  educational 
and/or  State  government  networks  that  already  exist  or  are  planned.   One 
instance  where  such  a  strategy  is  being  successfully  pursued  is  in  the  State 
of  Maine,  where  the  University  system  is  linked  by  a  state -wide  fiber  network. 

RANs  have  a  number  of  potential  advantages  for  rural  communities. 

o   They  allow  the  economic  deployment  of  advanced  technology  to  rural 
areas  through  economies  of  scale  and  scope. 

o   By  sharing  the  needs  of  business,  education,  health  and  government, 
they  could  foster  cooperation  and  community  ties. 

o   The  broad  range  of  participation  among  shared  users  would  link  the 
technology  directly  to  economic  and  community  development 
strategies . 

o   They  would  overcome  limitations  of  technical  telecommunication 

expertise  found  prevalent  in  rural  areas  by  focusing  on  the  design 
of  one  system. 

o   They  would  induce  communication  providers  to  be  responsive  to  rural 
needs  as  result  of  the  combined  market  power. 
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Figure  1 :  Rural  Area  Network 
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Obstacles  to  Developing  Rural  Area  Networks 

If  rural  communities  are  to  make  use  of  an  assortment  of  technologies  to 
create  Rural  Area  Networks,  they  must  develop  strategies  to  optimize  the 
advantages  of  each  and  make  them  work  together.   These  are  by  no  means  easy 
tasks.   Nor  does  the  average  rural  businessman  or  woman  have  the  experience, 
skills,  and  resources  to  do  this.   Many  rural  communities  are  unaware  of  the 
potential  of  communication  technologies  to  meet  their  needs  and  aspirations. 
Moreover,  they  are  often  stymied  in  using  technology  by  the  higher  transaction 
costs  --  such  as  the  costs  of  putting  systems  together  --  caused  by 
divestiture  and  unbundling  of  the  national  communication  infrastructure. 
National  development  policies,  therefore,  must  provide  technical  assistance 
and  education  to  users  to  familiarize  them  with  communication-based 
development  policies. 
A  New  Role  for  the  REA 

The  REA  is  a  prime  candidate  to  play  a  major  role  in  implementing  RANs . 
It  has  a  long  and  successful  history  serving  rural  communities.   Its  basic 
charge  was  to  foster  technology  deployment  through  a  low- cost  Federal  loan 
program.   Communication  services  in  rural  areas  would  have  lagged  greatly  had 
rural  telecommunication  providers  not  used  REA  loans. 

Although  the  REA  program  has  helped  rural  telephone  providers  make 
strides  in  upgrading  the  rural  communication  infrastructure,  there  is  still 
much  to  do  to  fulfill  even  REA's  original  mandate.   Many  areas  continue  to 
have  poor-quality  service.   Many  do  not  have  single  party  access  to  the  public 
switched  network,  equal  access  to  competitive  long-distance  carriers,  access 
to  value-added  data  networks,  emergency  911  service  or  touch  tone  and 
customized  calling  services.   Moreover,  rural  communication  needs  are  likely 
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to  increase  greatly  in  the  future  due  to  the  rapid  advance  of  technology  and 
the  importance  of  conununication  in  modern  life.   Experience  suggests  that 
advanced  technologies  will  be  not  be  quickly  deployed  to  rural  areas  without 
some  form  of  government  intervention. 

There  are  also  new  roles  that  REIA  could  play  in  the  post-divestiture 
communication  environment.   Most  important,  REA  could  help  rural  communities 
and  development  agencies  serving  rural  areas  sort  out  their  communication 
needs  and  explore  new  ways  of  meeting  them.   With  its  successful  lending 
experience  and  technical  expertise,  REA  could  play  a  key  role  in  helping  to 
launch  such  experimental  approaches.   The  REA  could  establish  forums  and 
discussion  groups  of  community  leaders,  communication  providers,  and 
communication  users  to  consider  rural  communication  needs,  and  explore  how 
conmiunication  systems  might  be  designed  to  meet  these  needs.   In  a  more 
proactive  mode,  REA  might  conduct  research  and  development  to  investigate  new 
and  creative  ways  of  deploying  advanced  communication  and  information 
technologies  to  rural  areas,  and/or  provide  financial  support  for 
demonstrations  and  trials  of  such  strategies.   The  REA  could  serve  as  an 
honest  broker  between  borrowers  and  potential  users .   It  could  also  provide 
loans  and  technical  assistance  to  groups  of  users  and  providers  who  undertake 
cooperative  communication  ventures . 

If  REA  were  asked  to  play  this  kind  of  an  expanded  role,  it  would  need 
greater  resources,  and  greater  political  support.   Where  communication 
technologies  have  been  effective,  it  has  often  been  because  they  served  not 
only  as  a  more  efficient  means  of  providing  basic  services,  but  also  as 
catalysts  for  innovation  --  for  actually  changing  the  way  that  things  get 
done.   To  create  the  combination  of  expertise,  users,  and  resources  in  rural 
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that  is  necessary  for  such  innovation  often  to  take  place  will  require  that 
the  Federal  Government  make  a  significant  commitment  and  be  willing  to  take 
substantial  risk. 

In  considering  the  future  role  of  REA  it  is  important  to  remember  that 
whether  rural  communities  experience  development  or  decline  is  not  merely  a 
local  concern.   All  Americans  have  a  stake  in  how  well  rural  communities  cope 
with,  and  take  advantage  of,  the  rapidly  changing  environment  in  which  they 
find  themselves .   The  kinds  of  economic  activity  that  occur  in  rural  America 
can  have  a  significant  impact  on  the  Nation's  overall  prosperity. 

Long-term  economic  development  requires  the  continuing  flowering  of  new 
centers  of  innovation.   As  we  increasingly  realize,  such  innovation  often 
takes  place  in  relatively  small  enterprises.   Most  rural  areas,  however,  have 
been  forced  to  place  a  supportive  role  in  this  process.   With  their  long 
distance  from  commercial  centers,  and  their  sparse  populations,  the  small 
communities  in  these  areas  have  generally  been  unable  to  assemble  the  skills, 
information,  and  capital  required  for  development  to  take  place.   As  our 
report  points  out,  these  barriers  of  distance  are  likely  to  be  much  less 
formidable  in  the  future  if  the  potential  of  RANs  is  fully  realized.   Equipped 
with  communication  and  information  technology  and  the  wherewithal  to  take 
advantage  of  it,  rural  communities  can  be  viewed  not  as  potential  problems, 
but  rather  as  untapped  national  resources . 
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EXECUTIVE  SUMMARY:  NRECA  requests  that  the  Administration  budget 
proposals  for  REA  be  reexamined.  We  believe  that  as  proposed  the 
recommendations  would  create  an  unintended  inequity  between  rural 
electric  consumers  and  those  served  by  urban  utilities.  Rural 
electric  systems  face  obstacles  in  providing  electric  service  and 
other  desirable  community  services  because  of  low  population 
density,  distance,  difficult  terrain  and  weather.  Despite  these 
obstacles,  rural  electric  systems  provide  essential  services  to 
rural  communities.  The  Administration's  budget  proposals,  however, 
would  add  to  these  obstacles  by  eliminating  interest  subsidies  on 
rural  electric  loans,  which  would  lead  to  higher  rates  and  stymied 
business  growth.  Only  rural  electrics,  among  the  electric 
utilities,  are  singled  out  for  cuts  in  federal  assistance.  Rural 
electric  systems  face  three  "hits" — a  rise  in  interest  costs,  the 
proposed  energy  tax  and  increases  in  the  cost  of  power  purchased 
from  federal  power  marketing  agencies — that  will  add  further 
burdens.  Rural  electric  systems  do  not  object  to  federal 
assistance  that  flows  to  municipal  and  investor-owned  electric 
utilities:  They  simply  want  to  be  treated  fairly.  The  job  of 
rural  electrification  is  no  more  finished  that  is  the  job  of  the 
Federal  Highway  Trust  once  the  basic  Interstate  highway  system  was 
completed.  There  is  a  continuing  vital  role  for  rural  electric 
systems  in  rural  America. 
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Chairman  English  and  distinguished  members  of  the  subcommittee: 
for  the  record,  my  name  is  Bob  Bergland.  I  am  executive  vice 
president  of  the  National  Rural  Electric  Cooperative  Association, 
the  trade  association  of  the  nation's  1,000  consumer-owned, 
nonprofit  rural  electric  systems. 

These  rural  electric  systems  provide  electric  service  to  more  than 
25  million  Americans  in  the  rural  areas  of  46  states. 

Mr.  Chairman,  I  am  accompanied  today  by  James  C.  Roberts,  of  Texas, 
General  Manager  of  South  Plains  Electric  Co-op,  Lubbock,  and 
President  of  NRECA,  and  Carl  Whillock,  President  of  Arkansas 
Electric  Coops,  Inc.,  Little  Rock,  and  Chairman  of  the  Rural 
Electric  Statewide  Managers  Association. 

Rural  electric  systems  are  nearly  unique  community  institutions  in 
that  they  are  in  place  with  a  long  record  of  service,  they  have 
deep  roots  in  the  communities  they  serve,  and  because  they  are 
owned  by  those  they  serve,  they  have  a  civic  agenda  that  extends 
even  beyond  the  vital  role  of  providing  electric  service.  That 
civic  agenda  includes  jobs  creation  and  community  development, 
provision  of  other  essential  utility  services  such  as  water  and 
waste  treatment,  telecommunications,  housing  and  a  host  of  other 
desirable  community  services. 

Rural  electric  systems  face  obstacles  that  make  the  basic  job  of 
providing  electricity  and  additional  community  services 
difficult.  Essentially  those  conditions  that  make  providing 
electric  service  difficult  compound  to  make  provision  of  other 
services  difficult — distance,  terrain,  population  density  and 
weather. 

Rural  electric  systems  are  also  burdened  with  rates  that  are 
generally  higher  than  those  of  their  neighboring  utilities.  In  70 
percent  of  the  cases,  rural  electric  rates  are  higher  than  those  of 
neighboring  electric  utilities.  These  higher  rates,  some  as  much 
as  40  percent  higher  than  their  neighbors,  are  attributable  to 
several  factors:  higher  investment  per  consumer,  low  consumer 
density  and  the  fact  that  much  of  rural  electric  generating 
capacity  was  built,  in  a  period  of  high  interest  rates  and  rapid 
inflation,  to  comply  with  the  clean  air  requirements  of  the  1972 
Clean  Air  Act,  and  so  has  expensive,  state-of-the-art  pollution 
control  equipment. 

All  utilities  are  financed  in  large  measure  by  debt  capital. 
Higher  cost  capital  will  mean  higher  rates,  and  higher  rates 
discourage  jobs  creation  and  economic  development,  and  the  lack  of 
such  encourages  migration  to  urban  centers  and  even  fewer  consumers 
to  share  costs.  Without  new  jobs  and  new  enterprise,  the  tax  base 
most  probably  will  shrink,  leading  to  additional  curtailment  of 
local  service  and  further  encouraging  outmigration  and  discouraging 
business  growth  and  expansion. 
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Significant  as  these  difficulties  are,  rural  electric  systems  have 
been  able  to  accomplish  much: 

Co-ops  have  continued  to  pay  back  their  government  loans  with 
interest  and  on  time,  last  year  repaying  some  $3.2  billion  while 
borrowing  about  $609  million; 

Some  co-ops  have  been  able  to  provide  basic  water  and  waste 
treatment  facilities; 

Cooperatives  have  been  extremely  active — and  extremely 
successful — in  leveraging  federal  rural  development  loans  into 
economic  stimulus  packages  that  benefit  local  communities  and 
create  jobs  and  economic  opportunity. 

I  could  go  on  with  what  cooperatives  have  achieved. 

But  what  I'd  rather  do  is  focus  on  why  co-ops  have  been  able  to 
record  these  achievements.  In  no  small  measure,  one  key  element  of 
that  success  has  been  the  remarkable  partnership  between 
cooperative  utilities  and  the  federal  government.  The  Rural 
Electrification  Administration  (REA)  epitomizes  such  a  successful 
partnership:  federal  financial  and  technical  assistance  and  local 
governance  and  management. 

The  continuing  support  of  this  Subcommittee  and  the  Congress  in 
general  to  ensure  that  rural  electric  systems  are  dealt  with  fairly 
and  equitably  in  the  federal  budget  process  and  in  policy 
development  has  been  essential  to  continued  success. 

And  fairness  is  all  that  rural  electric  cooperative  leaders  ask. 

Rural  electric  leadership  positions  are  held  by  persons  who  exhibit 
those  time-honored  rural  characteristics  of  self-reliance, 
ingenuity,  hard  work  and  unflagging  good  humor  .  .  .  and  a  rigorous 
adherence  to  fair  play. 

And  so,  while  it  troubles  me  to  do  so,  I  am  obligated  to  address 
the  issue  of  fairness  in  recent  budget  proposals. 

Rural  electric  systems  receive  modest  federal  assistance  through 
the  availability  of  capital  from  REA.  Approximately  25  percent  of 
rural  electric  investment  capital  comes  from  the  REA  at  5  percent 
interest.  The  actual  cost  of  REA  loans  is  appropriated  each  year 
and  is  a  line  item  in  the  federal  budget.  For  Fiscal  Year  1993, 
that  appropriated  amount — which  covers  the  cost  of  the  rural 
electric  insured  loan  program,  amounted  to  $117  million,  with  an 
additional  $20  million  to  fund  the  electric  operation  of  the  agency 
itself. 

Current  budget  proposals  do  not  provide  for  the  curtailment  of 
federal  assistance  to  other  components  of  the  electric  utility 
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industry,  but  rural  electric  systems  are  singled  out  for  cuts. 

Rural  electric  systems  receive  federal  assistance  through  REA; 
investor-owned  utilities  continue  to  enjoy  the  advantages  of  taxes 
collected  and  never  paid,  currently  about  $60  billion,  which 
amounts  to  an  interest  free  loan;  and  municipal  utilities  are  able 
to  take  advantage  of  tax-free  bond  financing  to  meet  their  capital 
needs. 

I  would  like  to  direct  your  attention  to  the  three  charts 
(attached) .  The  first  compares  consumer  density  of  rural  electric, 
investor-owned  and  municipal  utilities.  The  second  compares 
revenue  per  mile  annually.  The  third  compares  the  subsidies 
received  by  these  three  segments  of  the  industry.  These  charts 
give  some  indication  of  where  rural  electric  systems  stand  in  terms 
of  the  level  playing  field. 

Rural  electric  systems  would  lose  any  interest  subsidy  under 
current  proposals:  investor-owned  and  municipal  systems  would 
retain  their  federal  assistance. 

On  top  of  this,  additional  subsidies  in  the  tax  package  are 
proposed  for  the  investor-owned  utilities.  None  are  proposed  for 
rural  electrification. 

Again,  only  rural  electric  assistance  has  been  targeted  in  the 
current  proposals. 

And  it  would  be  appropriate  to  point  out  here  that  rural  electric 
systems  and  their  consumers,  under  current  Administration 
proposals,  will  be  hit  with  in  three  ways:  first,  the  increase  in 
interest  costs;  second,  the  proposed  energy  tax;  and  third, 
proposals  that  would  raise  the  cost  of  power  purchased  from  the 
federal  power  marketing  agencies. 

That  hardly  seems  fair  to  rural  consumers. 

Rural  electric  systems  do  not  object  to  federal  assistance  provided 
to  investor-owned  and  municipal  utilities:  I  want  to  make  that 
clear.  We  have  always  argued  that  as  long  as  assistance  to  all 
components  of  the  industry  is  fair  and  equitable,  as  long  as  we  are 
able  to  compete  on  a  level  playing  field,  we  do  not  object  to  such 
assistance. 

And  this  Subcommittee  and  the  Congress  have  agreed  with  our  point 
of  view  and  have  resisted  efforts  to  dismantle  REA  and  deprive 
rural  electric  systems  of  the  ability  to  compete  fairly. 

Because  rural  electric  systems  are  nonprofit,  any  curtailment  of 
assistance  directly  and  proportionately  burdens  the  rural  electric 
ratepayer.  Rural  consumers  simply  do  not  need  such  additional 
burdens  at  this  time,  and  nor  do  rural  communities  need  the 
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additional  burden  of  higher  rates. 

Rural  conununities  by  and  large  compete  at  an  inherent  disadvantage 
in  the  acquisition  of  new  business  and  in  the  development  and 
expansion  of  local  business.  And  many  rural  communities  have  not 
fully  recovered  from  the  economic  devastation  and  subsequent 
outmigration  of  the  past  decade. 

On  a  brighter  note,  rural  electric  systems  represent  a  structure  in 
place  that  is  equipped  and  experienced  in  putting  dollars  to  work 
in  the  community. 

For  every  million  dollars  in  REA  loans  to  rural  electric  systems, 
51  jobs  are  created,  nearly  half  of  which  are  in  construction,  the 
other  half  in  industries  that  supply  products  and  services  to  the 
construction  industry. 

There  is  currently  a  backlog  of  some  $700  million  in  loan 
applications  on  hand  at  the  Rural  Electrification  Administration, 
and  it  is  our  firm  belief  that  addressing  this  backlog  is  one  way 
to  stimulate  the  e:;onomy  .  .  .  and  with  programs  and  policies  that 
are  already  on  the  books,  loans  and  projects  that  are  already 
designed,  and  with  local  utility  systems  eager  and  willing  to  get 
started. 

We  also  believe  that  rural  electric  systems  throughout  the  Nation 
can  take  on  a  larger  role  in  economic  stimulus  programs  through  the 
extension  of  those  very  services  that  local  community  leaders  seek 
desperately,  namely  water  and  waste  treatment.  I  needn't  remind 
this  Subcommittee  of  the  fragile  balance  of  many,  many  rural  water 
and  waste  systems,  and  I  needn't  remind  the  Subcommittee  of  the 
near  impossibility  of  local  communities  with  volunteer  governments 
to  meet  rigid  federal  standards  for  water  and  discharge  purity. 

Rural  electric  systems  are  ready,  willing  and  able  to  undertake  to 
ever  greater  magnitude  the  responsibility  for  development  and 
construction  of  such  systems.  This  could  be  accomplished  by  local 
co-ops  working  with  local  water  systems  in  productive  partnership. 

Rural  electric  cooperatives  have  engineering  and  construction 
experience  and  capability;  they  have  accounting  resources;  they 
have  incredible  local  support'  and  their  utility  experience  in 
billing,  collection  and  servicing  is  an  important  indicator  of 
success. 

Again,  Mr.  Chairman,  our  rural  electric  systems  have  never  come  to 
the  Subcommittee  or  to  the  Congress  to  seek  advantages  that  are 
frivolous  or  that  line  someone's  pocket:  Those  things  that  we  have 
sought,  and  those  things  that  we  will  continue  to  seek  benefit  the 
rural  electric  consumer  at  the  end  of  the  line  directly  and  ensure  • 
that  the  consumer  and  his  or  her  family  get  as  fair  a  deal  as  they 
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can  in  terms  of  electric  service. 

In  closing,  I  would  like  to  address  the  frequently  repeated — and 
inaccurate — criticism  that  the  job  is  done,  that  there  is  no  longer 
any  need  for  REA. 

If  that  is  true,  then  there  is  no  need  for  the  Federal  Highway 
Trust:  We've  built  the  Interstates,  and,  of  course,  there's  no 
reason  to  improve  them,  for  their  use  will  be  exactly  the  same  as 
it  was  in  the  1950s  when  we  first  envisioned  them.  And  there's  no 
need  for  the  Park  Service:  Our  national  parks  are  all  established. 
And  there's  no  need  for  the  airport  authority  once  the  airport  is 
in  place. 

The  job  of  rural  electrification  is  no  more  done  than  the  job  of 
Commonwealth  Edison  or  Virginia  Power  or  any  other  utility  which 
confronts  new  technology,  increased  demand  for  quantity  and  quality 
of  service  from  consumers.  Especially,  for  rural  America,  where 
distance  and  population  density  and  other  factors  impede 
development  and  technological  progress,  there  remains  a  vital, 
continuing,  expanded  role  for  rural  electrification. 

I  thank  you  for  the  opportunity  to  testify  this  morning.  I  would 
be  happy  to  answer  any  questions  that  members  of  the  Subcommittee 
might  have. 


(Attachments  follow:) 
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CARL  WHILLOCK,  PRESIDENT  AND  CEO 
Arkzmsas  Electric  Co-ops,  Inc. 

Chairman 
Rural  Electric  Statewide  Managers  Association 


Mr.  Chairman,  members  of  the  Subcommittee.  I  appreciate  the 
opportunity  to  be  here  this  morning. 

I  would  direct  your  attention  to  the  easal. 

The  first  chart  shows  the  number  of  consumers  per  mile  of  line  for 
rural  electric  systems,  investor-owned  utilities  and  municipal 
utilities. 

As  you  can  see,  rural  electric  systems  are  by  far  the  most  sparsely 
populated.  That  means  that  it  costs  more  to  serve  those  cons\imers. 
Rural  electric  sytems  invest  eO^out  twice  as  much  as  investor-owned 
utilities  per  consumer,  simply  because  of  distance. 

The  second  chart  indicates  annual  revenue  per  mile  of  line  ... 
$6,505  for  rural  electric  systems,  $56,582  for  investor-owned 
utilities,  and  $69,787  for  mvinicipal  utilities. 

That  means  that  rural  electric  systems,  zmnually,  per  mile  of  line, 
take  in  only  about  one-tenth  of  the  revenue  of  the  investor-owned 
and  municipal  utilities.  Rural  electric  systems  are  not,  as  you  can 
see,  revenue  intensive. 

Yet,  as  we  look  at  the  third  chart,  which  illustrates  federal 
subsidies  to  the  three  components  of  the  electric  utility  industry, 
rural  electrics  continue  to  have  the  smallest  number,  $46  per 
consumer  compared  to  $62  for  the  investor-owned  utilities  zmd  $93 
for  the  municipals. 

The  disparity  in  rates,  the  disparity  in  investment  per  consvimer, 
and  the  financial  consequences  of  low  constimer  density  combine  to 
give  rural  electric  systems  a  hard  row  to  hoe. 

We  don't  object  to  the  federal  subsidies  to  investor-owned 
utilities  and  municipal  systems:  we  simply  ask  to  be  treated 
fairly. 
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JAMES  C.  ROBERTS 

General  Manager 

South  Plains  Electric  Cooperative 

Lubbock,  Texas 

President 
National  Rural  Electric  Cooperative  Association 

Mr.  Chairman  and  members  of  the  Committee.   I  appreciate  the 
opportunity  to  speak  to  you  today,  particularly  since  Congressman 
Combest  and  Congressman  Sarpalius  are  here.   They  both  represent 
members  of  South  Plains  Electric  Cooperative. 

My  purpose  is  to  give  the  committee  a  local  perspective  of  the 
"fairness"  issue. 

You  have  heard  that  70  percent  of  the  rural  electric  cooperatives 
in  the  nation  have  rates  higher  than  their  neighboring  utilities. 
Many  of  our  Texas  systems  fall  into  that  category. 

My  own  cooperative  is  in  the  30  percent  whose  rates  are  not 
higher,  at  least  the  residential  rates  aren't.   The  reason  for 
this  is  that  we  serve  both  rural  and  urban  areas  and  we  serve  in 
close  proximity  to  an  investor-owned  utility  and  a  municipally 
owned  utility.   We  feel  strongly  that  our  rates  must  be 
competitive  with  those  of  the  other  utilities  in  the  area. 

Because  of  that  position,  we  operate  very  lean  and  purposely  keep 
rates  low  at  the  expense  of  our  financial  condition. 

We're  not  alone:  many  other  medium  to  large  cooperatives  serve 

some  good  areas  with  high  density,  but  we  serve  some  poor  areas 

as  well.   Those  of  us  who  serve  irrigation  loads  stay  in  a  feast 

or  famine  situation.  ^^r)ic->c    o,^  us  u-h^.  fi^cl  i^/^c^^ 

Almost  all  of  us  serve  very  poor  areas  along  with  the  few  areas 
that  help  pay  the  bills.   In  my  own  state  of  Texas,  61  of  254 
counties  have  poverty  rates  of  at  least  26  percent,  twice  the 
national  average  (1990  U.S.  Census) .   The  majority  of  those  61 
counties  lie  far  from  major  cities.   A  dozen  of  them  lie  in  West 
Texas,  where  I  live.   One  is  in  my  own  co-op  service  area. 

And  yet,  we  want  to  do  our  part.   We  do  not,  however,  want  to  be 
sacrificed  so  that  the  other  segments  of  the  electric  utility 
industry  can  receive  even  more  subsidies. 

We  will  become,  and  our  members  will  become,  even  more 
financially  stressed,  and  the  already  wealthy  investor-owned 
utilities  will  become  even  wealthier. 

C^t&s~ijv-peifit :   the  CEO  of  the  investor-owned  company  my  area  has 
been  quoted  by  Forbes  Magazine  (March  issue)  that  "he  is  eyeing 
several  financially-troubled  electric  co-ops  along  his  service 
boundary. " 

I  can't  help  but  wonder  if  that  company  would  continue  to  provide 
serve  to  the  poverty  areas  after  it  takes  us  over. 

Thank  you. 
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BOBBY  CLEMONS,  MANAGER 

BLEDSOE  TELEPHONE  COOPERATIVE,  PIKEVILLE,  TENNESSEE 

regarding 

THE  REA  TELEPHONE  LOAN  PROGRAM 

before 

U.S.  HOUSE  OF  REPRESENTATIVES  AGRICULTURE  SUBCOMMITTEE  ON 

ENVIRONMENT,  CREDIT  AND  RURAL  DEVELOPMENT 


March  16,  1993 


INTRODUCTION 

Mr.  Chairman,  members  of  the  subcommittee,  my  name  is  Bobby  demons.  I  am  the 
manager  of  the  Bledsoe  Telephone  Cooperative  in  Pikeville,  Tennessee.  Bledsoe's 
service  territory  covers  764  square  miles,  or  an  area  about  twelve  times  the  size  of  the 
District  of  Columbia.  Our  cooperative  has  1 ,202  miles  of  telephone  line  in  place  to  serve 
our  7,600  rural  subscribers.  That  amounts  to  just  over  6  subscribers  per  mile  of  line. 

Bledsoe  Telephone  Cooperative  is  a  member  of  the  National  Telephone  Cooperative 
Association  (NTCA)  which  I  am  also  representing  here  today.  I  am  the  current  chairman 
of  NTCA's  Rural  Electrification  Administration  (REA)  Task  Force  which  was  formed  two 
years  ago  to  assess  our  members'  use  of,  and  future  need  for,  the  REA  telephone  loan 
program.  The  task  force  has  also  played  a  vital  role  in  assisting  the  association  in 
responding  to  the  program's  critics,  and  in  working  with  Congress  to  assure  a  viable 
lending  program  for  rural  telephone  systems  in  the  future. 

REA'S  TIME  IS  NOW 

With  that  in  mind,  let  me  begin  by  stating  unequivocally  that  the  REA  telephone  loan 
program's  time  is  now.  In  recent  years,  this  subcommittee  has  built  a  substantial  record 
on  the  subject  of  the  relationship  between  advanced  telecommunications  infrastructure, 
its  financing  ,  and  the  economic  health  of  this  nation.  The  private/public  partnership  that 
is  represented  by  the  telecommunications  industry's  use  of  the  REA  telephone  loan 
program  has  guaranteed  all  Americans  enjoy  the  benefits  of  universal  telecommunications 
service. 

And  why  is  universal  service  so  important  to  rural  Americans?  For  the  simple  fact  that  it 
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guarantees  they  will  have  access  to  the  same  economic,  health,  education  and  yes,  even 
leisure  benefits  that  are  accorded  all  other  American  citizens.  If  not  common  sense,  then 
this  nation's  Constitution  clearly  mandates  such  a  guarantee.  Rural  Americans  have  the 
same  responsibilities  and  thus  the  same  rights  as  do  their  urban  counterparts.  In  the 
information  age  in  which  we  live  today,  advanced  telecommunications  are  essential  to 
fulfilling  that  guarantee.  The  REA  telephone  loan  program  ensures  this  objective  is 
reached  economically.  Affordable  advanced  telecommunications  infrastructure  can  in  no 
way  legitimately  be  viewed  as  a  luxury. 

REA'S  DUAL  MISSION 

Mr.  Chairman,  we  have  all  heard  critics  of  the  REA  telephone  loan  program  point  out  that 
its  work  is  complete  because  the  vast  majority  of  rural  Americans  receive  at  least  basic 
telephone  service.  Yet  what  these  critics  consistently  overlook  is  the  fact  that  the 
program's  mission  is  one  of  duality.  Yes,  our  industry  has  arguably  fulfilled  its  mission 
of  providing  basic  telephone  service  to  the  majority  of  rural  Americans.  But  that  is  only 
one  half  of  the  Rural  Electrification  Act's  (RE  Act)  telephone  loan  program  mandate  --  to 
both  furnish  and  improve  rural  telephone  service. 

And  that  is  exactly  what  Bledsoe  and  so  many  other  rural  telephone  systems  have  been 
doing  Mr.  Chairman  --  working  in  partnership  with  the  REA  to  furnish  and  improve  rural 
telephone  service.  In  fact,  small  rural  cooperative  and  commercial  telephone  systems  like 
Bledsoe  are  leaders  in  this  regard.  Such  would  not  have  been  the  case  without  our  REA 
partner. 

But  it  isn't  just  the  RE  Act's  dual  mission  we  are  fulfilling  for  rural  subscribers.  Congress 
and  the  Federal  Communications  Commission  have  long  advocated  the  installation  and 
maintenance  of  a  system  of  universal  telecommunications  service.  Such  a  national 
network  is  essential  to  national  defense,  international  competitiveness  and  global 
leadership.  And  again,  our  REA  partner  has  played  a  central  role  in  our  ability  to 
contribute  to  meeting  this  challenge. 

THE  BENEFICIARY  FALLACY 

I  also  would  like  to  clarify  one  very  important  point  Mr.  Chairman.  This  program  is  for  the 
sole  benefit  of  rural  telephone  subscribers  --  not  rural  telephone  companies. 

THE  RURAL  DENSITY  FACTOR 

You  may  have  noticed  that  I  have  repeatedly  referred  to  "affordable  advanced 
telecommunications  services."  There  is  a  good  reason  for  that.  The  provision  and 
improvement  of  rural  telephone  service  remains  an  extremely  high-cost  undertaking 
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Why?  Because  of  the  low  density  of  subscribers  in  rural  America.  As  I  mentioned,  in  my 
cooperative's  sen/ice  territory  we  have  a  mere  six  subscribers  per  mile  of  telephone  line. 
Conversely,  urban  areas  will  typically  have  at  least  ten  times  that  number  of  subscribers 
per  mile  of  telephone  line.  That  simple  fact  says  it  all.  Low  density  equates  high  cost. 
Without  the  REA's  telephone  loan  program,  many  of  the  nation's  rural  citizens  would  be 
without  telephone  service  of  any  grade  today.  Just  another  reason  why  our  partnership 
with  REA  is  so  important  to  our  success. 

WITHSTANDING  THE  TEST 

The  debate  surrounding  the  REA  telephone  loan  program  is  nothing  new  and  in  fact  dates 
to  its  creation  decades  ago.  Nevertheless  it  is  disheartening  to  see  the  accomplishments, 
and  mission,  of  this  premiere  rural  economic  development  program  consistently  distorted. 

Since  late  1990,  the  REA  telephone  loan  program  has  been  subjected  to  the  most 
prolonged  and  intense  scrutiny  probably  ever  faced  by  any  other  federal  program  -- 
despite  its  excellent  record  of  achievement.  In  August  of  1990,  the  Bush  administration 
ordered  the  shut-down  of  the  program,  first  in  Indiana  and  then  nationally.  Thanks  in 
large  part  to  the  efforts  of  this  subcommittee,  the  program  was  eventually  restarted  but 
the  temporary  shut-down  was  the  beginning  of  unprecedented  unsubstantiated  attacks 
on  the  program's  credibility. 

In  1991  and  1992  the  Associated  Press;  nationally  syndicated  columnist  James  Kilpatrick; 
the  Wall  Street  Journal  and  even  CBS's  60  Minutes  leveled  accusations  against  the 
program.  The  REA's  own  administrator  even  joined  in  the  fray  issuing  the  critical  report 
Return  to  the  Mission.  In  the  midst  of  it  all.  Sen.  Simpson  (R-WY)  and  Reps.  Solomon  (R- 
NY),  Santorum  (R-PA)  and  Porter  (R-IL)  were  busy  fueling  the  fire,  even  though  this 
subcommittee  was  successfully  discrediting  every  single  one  of  the  critical  charges. 

Unfortunately  the  cascade  has  not  abated,  and  thus  far  in  1993  the  Readers  Digest;  the 
Democratic  Leadership  Council's  Public  Policy  Institute;  ABC's  Prime  Time  Live;  and 
Public  Television's  Crossfire  have  continued  the  barrage.  It  is  clear  the  critics  do  not  want 
to  be  illuminated  about  the  role  this  program  plays  in  maintaining  the  universal 
telecommunications  inft-astructure  and  the  role  it  could  play  in  the  creation  of  so-called 
"information  highways"  that  appear  to  captivate  everyones'  interest  today.  But  what  I  find 
most  amazing  of  all  is  the  fact  that  not  one  of  the  critics  will  acknowledge  the  fact  that  this 
program,  with  its  $10  billion  dollar  portfolio,  has  never  lost  a  dollar.  Such  a  feat  is  unique 
among  federal  credit  programs. 

CLINTON'S  MIXED  SIGNALS 

Whether  you  are  a  Democrat  or  a  Republican,  I  am  convinced  that  deep  in  each  of  our 
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hearts  lies  a  real  desire  for  President  Clinton  to  succeed  in  his  efforts  to  improve  the 
national  economy.  Whether  you  believe  the  economy  is  suffering  or  not  is  beside  the 
point.  Americans  believe  there  is  always  room  for  improvement.  Nevertheless,  no 
objective  can  succeed  if  its  approach  is  flawed.  Unfortunately,  the  rural 
telecommunications  industry  is  concerned  that  this  may  be  the  case  with  regard  to  the 
President's  economic  initiative. 

What  am  I  talking  about?.  Quite  simply  that  the  REA  telephone  loan  program  with  its  44 
years  of  effective,  sound  and  economical  experience  is  not  being  asked  to  play  a  leading 
role  in  the  president's  revitalization  initiative.  But  even  more  important  than  that  is  the  fact 
that  by  the  president's  own  estimate,  the  fiscal  year  1994  savings  of  his  proposal  to 
raise  the  REA  direct  loan  program's  interest  rate  to  Treasur/s  cost  of  money,  is  a 
paltry  $7.5  million.  Yes  that  is  real  money  to  you  and  I,  but  when  you  consider  the  more 
than  $4  billion  the  president  is  proposing  for  short-term  economic  stimulus  spending,  $7.5 
million  is  a  drop  in  the  bucket  --  and  is  not  representative  of  sound  policy. 

APPROACH  REA  WITH  SYMMETRY 

Our  industry  recognizes  the  dilemma  of  the  nation's  spiralling  debt.  In  fact  we  took  the 
bold  step  12  years  ago  of  agreeing  to  freeze  the  REA  telephone  loan  program's  funding 
levels  in  an  effort  to  help  control  this  problem.  The  freeze  has  remained  in  effect  in  each 
of  the  succeeding  years  and  today  the  industry  is  proud  of  the  leadership  it  has  displayed 
in  this  regard.  If  there  were  no  other  way,  I  am  sure  our  industry  would  respond  to  the 
call  again.  But  we  can  not  shoulder  the  burden  alone.  It  is  imperative  that  Congress  and 
the  president  remain  cognizant  of  this  industry's  record,  and  of  the  role  it  should  play  in 
economic  revitalization,  as  they  move  forward  on  the  president's  economic  and  budget 
proposals. 

Because  advanced  telecommunications,  its  financing,  and  the  economic  health  of  the 
nation  are  all  intertwined,  it  is  imperative  that  the  most  effective  REA  financing  system 
possible  be  in  place  for  the  benefit  of  rural  subscribers  into  the  next  century.  In  this 
regard.  Congress  and  the  president  must  pay  particular  attention  to  the  following  issues: 

*  a  substantial  amount  of  low-cost  capital  must  always  remain  available  for 
the  most  high-cost  hardship  and  emergency  situations; 

*  program  interest  rates  must  remain  affordable  and  should  involve 
safeguard  provisions  to  protect  against  the  possibility  of  changing  economic 
conditions  that  could  lead  to  unaffordable  rates; 

*  current  program  capital  levels  must  be  maintained  to  guard  against  the 
possibility  of  a  future  shortfall  of  alternative  sources  of  capital,  and; 
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*  REA's  staffing  levels  and  technical  and  engineering  expertise  should  not 
be  compromised. 

Finally,  Congress  and  the  president  must  never  forget  that  the  REA  telephone  loan 
program  is  one  of  the  best  jobs  programs  in  operation.  It  creates  thousands  of  jobs 
directly  and  hundreds  of  thousands  indirectly.  Some  have  even  suggested  the  REA's 
technical  and  engineering  standards  division  could  be  beefed  up  with  technical 
professionals  that  are  being  displaced  by  the  downsizing  of  the  military  industrial  complex. 
The  rural  telecommunications  industry  would  welcome  an  enhancement  of  this  REA 
function  which  is  so  essential  to  the  success  of  an  integrated  universal  service  network. 

The  REA  telephone  loan  program  also  saves  federal  dollars  in  the  areas  of  health  care 
and  education.  By  upgrading  the  nation's  infrastructure  we  are  ensuring  the  availability 
of  interactive  health  and  education  links  that  in  the  long  run  save  money. 

RTB  DILEMMA 

One  final  and  very  important  point  about  the  REA  telephone  loan  program  cannot  be 
overlooked.  As  you  know,  this  program  is  comprised  of  REA  direct  loans,  REA 
guaranteed  loans  and  Rural  Telephone  Bank  (RTB)  loans.  The  three-tiered  nature  of  this 
program  is  what  makes  it  work.  Unfortunately  I  must  report  to  you  today  that  one  of 
those  parts  --  the  RTB  --  is  not  being  allowed  to  function  properly.. 

The  problem  I  am  speaking  of  is  the  manner  in  which  the  Federal  Credit  Reform  Act  of 
1990  (FCRA)  has  been  interpreted  in  its  application  to  the  RTB.  For  two  years 
considerable  confusion  has  existed  as  the  extent  to  which  the  FCRA  is  applicable  to  the 
RTB.  Ultimately,  the  administration  with  the  concurrence  of  the  House  and  Senate  Budget 
Committees,  determined  that  the  RTB's  imbedded  low  cost  capital  and  repayments  of 
principal  and  interest  would  be  walled  off  from  the  RTB,  preventing  it  from  continuing  to 
make  loans  at  its  cost  of  money  as  is  mandated  by  the  RE  Act.  The  effect  has  been 
devastating. 

Because  the  bank  no  longer  has  access  to  its  own  assets  and  equity  (cash  reserves  and 
outstanding  principal  and  interest  repayments)  to  fund  new  loans,  it  has  been  forced  to 
borrow  funds  from  Treasury  to  finance  every  new  loan  it  approves.  As  you  may  have 
guessed,  the  result  has  been  escalating  interest  rates.  Despite  the  rising  interest  rates, 
the  real  travesty  is  the  fact  that  the  borrower's  equity  stock  is  also  walled  off  and  thus  the 
bank  is  a  bank  in  name  only.  Its  future  is  uncertain  and  frankly  we  question  how  long  it 
will  remain  viable  should  borrowers  move  to  alternative  sources  of  financing.  It  is  time  the 
Congress  and  the  president  addressed  this  issue.  The  RTB  must  either  be  fixed  or 
liquidated.  To  render  it  ineffective  and  hold  borrower  stock  captive  any  longer  is  wrong. 
It  is  as  simple  as  that. 
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COORDINATION.  COOPERATION.  EDUCATION 

The  rural  telecommunications  industry  is  particularly  concerned  with  the  lack  of 
coordination  and  cooperation  that  appear  to  be  representative  of  federal 
telecommunications  policy  today.  The  courts,  Congress  and  the  administration  and  its 
agencies  must  remain  abreast  of  one  another's  telecommunications  policy  activities  and 
the  telecomunications  programs  that  are  currently  in  place.  In  addition,  these  entities 
must  also  educate  themsfelves  about  the  industry  for  which  they  are  setting  policy.  It  is 
imperative  that  each  understand  the  responsibilities  and  capabilities  of  rural  telephone 
systems. 

The  majority  of  NTCA's  members  have  infrastructure  in  place  that  is  of  a  quality  that  it  is 
capable  of  carrying  out  the  linkage  concepts  (interactive  education,  health  care,  and 
business  links)  that  are  currently  being  advocated  nationally.  The  only  place  problems 
typically  arise  are  in  allocation  of  the  cost  of  installing  last-mile  feeds  and  identifying 
sources  of  financing  for  the  end-users  to  install  end-user  equipment  such  as  video 
screens  and  computer  equipment.  Once  these  two  barriers  are  overcome,  the 
capabilities  of  existing  local  exchange  carriers  are  generally  unlimited. 

CONCLUSION 

To  conclude  Mr.  Chairman,  let  me  just  run  through  the  main  points  of  my  message 
today.  The  REA  telephone  loan  program's  time  is  now.  The  program  has  a  dual 
mission  of  providing  and  upgrading  rural  telephone  service.  Rural  subscribers,  not 
telephone  companies,  are  the  beneficiaries  of  the  program.  The  low  density 
associated  with  rural  areas  today  is  a  key  reason  for  the  great  need  of  low-cost 
REA  capital.  This  program  has  withstood  the  test  of  time.  It  is  ready  to  participate 
in  the  president's  economic  initiatives.  Any  changes  or  reductions  in  the  program 
must  be  accomplished  with  symmetry.  All  facets  of  the  REA  telephone  loan 
program  must  remain  effective  and  operational,  including  the  RTB.  Coordination 
and  cooperation  and  education  are  the  only  means  by  which  we  will  maintain  an 
effective  universal  telecommunications  infrastructure. 

Rural  America  In  conjunction  with  the  rural  telecommunications  industry  can  be  our 
nation's  future.  Making  efficient  use  of  this  industry's  resources  should  be  our 
highest  priority.  It  is  my  sincere  hope  that  Congress  and  the  president  will  use  our 
industry  and  its  resources.  We  are  ready  willing  and  able.  Thank  you  for  your  time 
and  consideration.   I  would  be  happy  to  answer  any  questions. 
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Mr.  Chairman  and  Members  of  the  Subcommittee,  I  am  Robert  W.  Orent,  General 
Manager  of  the  Hiawatha  Telephone  Company,  located  on  the  upper  peninsula  of  Michigan. 
I  appear  before  you  as  a  representative  of  the  United  States  Telephone  Association  (USTA). 
USTA  represents  over  1100  local  telephone  companies  that  provide  over  98  percent  of  the 
access  lines  in  the  United  States.  USTA  members  range  form  large  publicly-held  corporations 
to  small  family-owned  companies  and  cooperatives  owned  by  their  customers. 

Local  telephone  companies  are  dedicated  to  fulfilling  two  goals:  serving  the  nation's 
telecommunications  needs  and  maintaining  universal  service  at  reasonable  rates.  USTA 
members  firmly  believe  that  a  strong  and  viable  Rural  Electrification  Administration  (REA) 
telephone  program  remains  essential  in  order  to  maintain  a  healthy  and  growing  rural 
telephone  industry  that  contributes  to  the  provision  of  universal  telephone  service. 

The  modernization  of  the  rural  telecommunications  infrastructure  is  essential.  Failure 
to  modernize  will  cost  jobs  not  only  m  rural  areas,  but  m  communities  where 
telecommunications  equipment  manufacturers  and  service  providers  are  located. 

The  telephone  industry  is  in  the  midst  of  none  of  the  most  dramatic  changes  any 
industry  has  ever  undergone.  Both  the  technological  underpinnings  and  the  regulatory 
atmosphere  are  much  different  than  they  were  just  a  few  years  ago.  Without  system  upgrades, 
rural  areas  will  be  left  out  of  the  emerging  information  revolution.  This  will  impact  not  only 
rural  Americans,  but  people  in  urban  areas  that  need  to  communicate  with  those  in  rural  areas. 

As  the  need  for  new  services  evolves,  rural  telephone  systems  must  have  access  to  low 
cost  REA  financing  to  fund  technological  improvements  such  as: 

•  digital  switching  equipment; 

•  updated    switch    software    to    provide    advanced    services    and 
communicate  with  discrete  signalling  networks; 

•  broadband  fiber  optic  lines; 

•  emergency  services  such  as  enhanced  911; 

•  cellular  telephone  service;  and 

•  other  advanced  technologies  and  services. 

The  intelligence  required  for  many  of  the  emerging  new  services  resides  at  a  high  level 
in  the  national  public  telecommunications  network.  Rural  telephone  companies  must  have 
the  advanced  capability  required  to  communicate  with  these  intelligent  network  elements. 

In  the  information  age  in  which  we  live,  it  is  essential  that  rural  subscribers  receive 
telecommunications  services  of  a  cost  and  quality  equal  to  those  of  urban  communities.  New 
telecommunications  services,  essential  for  rural  economic  development,  require  infrastructure 
improvement  through  the  deployment  of  new  technology.  Recognizing  this,  industry  and 
government  telecommunications  experts  alike  insist  there  will  always  be  a  need  for  REA's 
capital,  as  well  as  its  technical  standards  advice.  Recent  studies  by  the  Aspen  Institute  and  the 
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Office    of   Technology   Assessment    bear   out   the   need   for   modernization    of  the   rural 
infrastructure  and  explain  the  significant  benefits  that  will  flow  from  it. 

A  1990  study  by  MESA  Consulting  entitled,  "Telecommunications  and  Rural  Economic 
Development",  concluded  that  an  advanced  telecommunications  infrastructure  attracts  new 
businesses,  makes  existing  businesses  more  competitive,  and  enhances  the  quality  of  life 
through  provision  of  essential  social  services.  The  study,  placed  on  the  record  by  USTA  in 
NTIA's  Infrastructure  Proceeding,  confirmed  that  modern  telecommunications  services  are  an 
essential  part  of  rural  America's  infrastruaure  and  yield  enormous  returns  to  the  local  and 
national  economy.  Telecommunications  expands  production  -  agricultural,  manufacturing  and 
services  -  thereby  reducing  the  trade  deficit,  generating  additional  Federal,  state  and  local  tax 
revenues,  and  stimulating  employment.  Now,  when  rural  areas  require  a  modern 
telecommunications  infrastruaure  to  stimulate  vital  economic  development,  REA  is  needed 
more  than  ever. 

Let's  be  clear,  it  is  not  the  telephone  companies  that  will  suffer  from  a  diminution 
of  the  REA  telephone  program.     Service  to   rural  America  will  suffer  as  a  result  of  a 
telecommunications  infrastructure  that  does  not  keep  pace  with  the  rest  of  the  network.  The 
consequence  of  lesser  telecommunications  service  in  rural  areas  will  be  lost  produaivity,  lost 
jobs,  a  loss  of  potential  development  and  economic  stagnation. 

Higher  interest  rates  will  choke  off  investment  in  high  cost,  low  density  rural  areas. 
Businesses  will  invest  their  limited  financial  resources  where  they  will  earn  the  highest  return  - 
generally  that's  not  the  rural  market.  Companies  that  rely  on  private  capital  markets  must 
maximize  their  return.  They  cannot  afford  to  borrow  money  to  modernize  areas  that  will  not 
generate  enough  additional  revenue  to  repay  the  debt  and  earn  a  reasonable  return.  As 
evidence  of  this,  we're  presently  seeing  a  number  of  companies  that  rely  on  the  private  capital 
markets  divesting  themselves  of  rural  exchanges. 

Just  as  technology  is  rapidly  changing,  so  is  the  regulatory  structure  of 
telecommunications.  Increasing  competition  is  forcing  a  trend  towards  cost  based  pricing. 
Local  residential  customers  now  shoulder  a  greater  share  of  telephone  network  expenses. 
Rural  areas  tend  to  face  higher  costs,  because  the  customer  base  is  smaller  and  distances  are 
greater  between  customers.  The  REA  telephone  program  targets  assistance  to  these  rural 
telephone  customers.  It  keeps  them  on  the  network  by  allowing  for  reasonable  phone  bills 
and  extends  and  expands  that  network  in  rural  America  to  meet  the  future  needs  of  these 
customers. 

The  ratemaking  process  employed  by  state  utility  commissions  reflects  a  company's 
cost  of  capital  in  the  rates  charged  for  service.    Higher  interest  rates  equal  higher  monthly 
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bills  -  it's  that  simple.    As  a  result,  low  cost  REA  debt  helps  make  modernization  feasible 
while  keeping  rates  affordable  in  rural  areas. 

Therefore,  it  is  likely  that  if  low  cost  funds  are  unavailable  through  programs  such  as 
REA,  rural  customers  will  be  unable  to  afford  to  pay  the  cost  of  information-age  services. 
Higher  costs  may  drive  up  access  rates  charged  to  long  distance  carriers,  thereby  threatening 
geographically  averaged  long  distance  rates  -  one  of  the  key  industry  struaures  that  supports 
universal  service. 

Without  modernization  of  the  rural  infrastructure,  economic  growth  will  suffer  and  jobs 
will  be  lost.  Borrowers  employ  nearly  thirty  thousand  rural  Americans  in  their  businesses 
directly  and  benefit  hundreds  of  thousands  indirectly.  REA  loans  have  a  multiplier  effect  -  the 
minimal  amount  of  REA  "seed"  dollars  stimulates  business  activity,  creates  jobs,  thereby 
generating  Federal,  state,  and  local  revenues. 

The  government  cannot  afford  to  eliminate  all  assistance  to  rural  communities' 
telecommunications  needs.  REA  is  one  of  the  few  government  programs  targeted  to  America's 
rural  citizens.  It  has  brought  social  and  economic  benefits  to  rural  parts  of  the  nation  which, 
particularly  in  recent  years,  have  suffered  severe  economic  hardship. 

Proposals  .o  diminish  the  REA  telephone  program  come  at  a  time  when  it  is 
increasingly  clear  that  advanced  telecommunications  can  overcome  the  rural  disadvantages  of 
long  distance  and  low  density  and  provide  modern  and  high  quality  medical,  business, 
educational,  information  and  entertainment  services  to  rural  Americans.  They  come  at  a  time 
when  rural  Americans  continue  the  struggle  to  revitalize  their  stagnant  economies.  In  light 
of  the  fact  that  Congress,  government  agencies  and  independent  studies  have  indicated  that 
telecommunications  enhancement  is  a  significant  part  of  rural  economic  development, 
affordable  capital  to  finance  technological  upgrading  is  needed  now  more  than  ever  before. 

We  are  puzzled,  Mr.  Chairman,  at  a  proposal  that  funds  be  invested  in  an  "information 
highway"  while  essential  REA  low  cost  capital  is  proposed  to  be  eliminated.  Rural  telephone 
companies  provide  "the  last  mile  of  line"  to  the  rural  farm,  ranch,  business  or  home,  that  is 
essential  if  an  information  highway  is  to  reach  the  Americans  that  need  it  most. 

The  REA  telephone  program  benefits  America.  The  program  is  a  public-private 
partnership  in  which  the  borrower  telephone  systems  are  the  conduits  for  benefits  from  the 
federal  government  to  rural  telephone  customers,  the  true  beneficiaries  of  the  REA  program. 
The  REA  telephone  program  is  totally  voluntary.  Companies  that  borrow  do  so  to  expand 
their  customer  base  and  modernize  their  network  m  order  to  improve  service  to  their 
customers.  The  government's  contribution  is  leveraged  by  the  equity,  technical  and 
management  expertise  and  dedication  of  local  telephone  companies  and  cooperatives. 

In  its  44  year  history,  the  REA  telephone  program  has  had  a  sterling  record  of 
repayments.   The  program  costs  amazingly  little  for  the  benefits  the  nation  receives.   Perhaps 
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most  importantly,  it  is  an  established  and  effective  program  to  modernize  the  rural 
telecommunications  infrastructure  so  necessary  if  this  nation  is  to  have  universal  availability 
of  advanced  telecommunication  service. 

Mr.  Chairman,  assuring  a  strong  and  effeaive  REA  telephone  program  will  retain  the 
worthwhile  partnership  between  REA,  telephone  companies  and  rural  consumers  which 
benefits  all  Americans. 

Thank  you. 


March  16,  1993 
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Mr.  Chairman,  Members  of  the  Committee: 

I  am  R.G.  Nehring,  President  and  Chairman  of  the  Board  of  Arizona  Telephone 
Company  (ATC)  based  in  Phoenix,  Arizona.    My  experience  in  the  non-Bell  segment  of  the 
telephone  industry  covers  32  years.    My  focus  within  the  industry  has  been  the  provision  of 
telephone  service  in  remote,  rural  areas  of  the  nation.    My  background  also  includes  degrees 
in  accounting  and  law  from  the  University  of  Wisconsin  -  Madison  and  I  am  currently  a 
member  of  the  Arizona  and  Wisconsin  Bar. 

Over  the  years,  I  have  been  heavily  involved  in  telephone  industry  affairs.    Today,  I 
am  testifying  as  a  member  of  the  National  Rural  Telecom  Association  (NRTA)  and  as  a 
member  and  director  of  the  Western  Rural  Telephone  Association  (WRTA).    Also,  I  am  a 
long-standing  member  of  other  national  telecommunications  associations  where  I  served  as  a 
board  of  director  of  the  National  Exchange  Carriers  Association  (NECA)  for  ten  years  and  as 
chairman  and  vice-chairman  of  that  board  and  served  for  fifteen  years  as  a  board  member  of 
the  United  States  Telephone  Association  (USTA). 

The  Arizona  Telephone  Company  was  organized  by  myself  in  1967  to  provide  dial 
telephone  service  within  the  state  of  Arizona.    Our  initial  service  was  established  at  the 
Havasupai  Exchange  in  1968  and  thereafter  new  dial  telephone  service  was  extended  to  nine 
other  unserved  areas  of  Arizona.   Total  service  territory  currently  involves  5,200  square 
miles  where  2,250  access  lines  are  provided.    The  Arizona  Telephone  Company  serves  low- 
density,  high  cost  areas  involving  900  route  miles  of  cable  and  wire  facilities.   Those 
facilities  serve  less  than  .5  customers  per  square  mile  and  about  2.5  customers  per  route  mile 
of  buried  cable  and  wire. 

We  are  a  commercial  borrower  of  loan  funds  from  the  Rural  Electrification  Adminis- 
tration (REA)  telephone  loan  program.    In  1972  and  thereafter  in  1986,  the  company 
borrowed  a  total  of  $3,858,000  of  insured  loan  funds  at  2%  interest.   In  1991,  we  borrowed 
an  additional  $3,085,000  at  5%  interest.    The  current  REA  loan  is  for  the  primary  purpose  of 
upgrading  our  outmoded  electromechanical  switching  offices  to  modem  digital  technology  and 
to  meet  internal  growth  requirements. 
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During  1992,  we  totally  replaced  the  long  distance  and  switching  facilities  with  digital 
technology  at  our  Havasupai  Exchange  at  the  bottom  of  the  Grand  Canyon.    Also,  we 
replaced  the  central  office  at  Tonto  Basin.    Both  areas  were  hard-hit  by  flooding  earlier  this 
year.    We  were  pleased  that  these  new  facilities  provided  the  only  link  to  the  outside  world 
during  these  severe  conditions. 

In  1993,  we  are  replacing  two  more  switching  offices  with  the  new  digital  technology 
and  will  complete  our  upgrade  program  in  1994  with  digital  projects  at  three  remaining  small 
offices. 

I  also  want  to  briefly  describe  the  two  organizations  I  am  representing  today. 

The  National  Rural  Telecom  Association  is  a  national  trade  association  comprised  of 
approximately  3(X)  commercial  telephone  companies  which  borrow  their  capital  needs  from 
the  RE  A. 

The  Western  Rural  Telephone  Association  is  a  regional  trade  association  that  repre- 
sents both  cooperative  and  privately-owned  telephone  companies  that  borrow  from  REA  in 
the  twenty-three  (23)  states  and  three  (3)  territories  that  comprise  the  REA  western  regional 
area.   These  regions  have  a  total  of  526  rural  local  exchange  telephone  companies  that  serve 
over  two  million  subscribers  and  have  borrowed  $3,110  billion  in  REA  funds  and  $1,092 
billion  in  RTB  loan  funds. 

Background 

Rural  telephone  systems  have  an  ongoing  need  for  long-term  capital  at  affordable 
interest  rates.    Since  1949,  that  capital  has  been  provided  through  telephone  loan  programs 
administered  by  REA.    Telephone  loans  are  made  "to  furnish  and  improve"  local  telephone 
service  in  rural  areas.    A  rural  area  is  defined  in  the  Act  as  those  areas  not  included  in  the 
boundaries  of  a  city  or  town  which  has  a  population  in  excess  of  1500  inhabitants. 

REA  loans  are  made  exclusively  for  capital  improvements  and  loan  funds  are 
segregated  from  the  borrower's  operating  revenues.    Loans  are  not  made  to  subsidize 
operating  revenues  or  profits  of  the  borrower  system.    There  is  a  proscription  in  the  Act 
against  loans  which  would  duplicate  facilities  and  state  authority  to  regulate  telephone  service 
is  expressly  preserved. 

Rural  telephone  systems  operate  at  a  severe  geographical  handicap  when  compared 
with  other  telephone  companies.    While  almost  6  million  rural  telephone  subscribers  receive 
telephone  service  from  REA  borrower  systems,  they  account  for  only  four  percent  of  total 
U.S.  subscribers.    On  the  other  hand,  borrower  service  territories  total  37  percent  of  the  land 
area  —  nearly  1  y-i  million  squares  miles.    The  average  REA  borrower  serves  about  six 
subscribers  per  mile  of  telephone  line  and  have  more  than  1,000  route  miles  of  lines  in  their 
systems.   There  are  approximately  1000  telephone  systems  that  borrow  from  REA  ~  three- 
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fourth's  of  which  are  commercial  telephone  companies  and  the  remaining  one  fourth  are 
cooperative  systems. 

Because  of  low-density  and  the  inherently  high  cost  of  servicing  these  areas,  Congress 
made  loan  funds  available  to  assure  that  rural  telephone  subscribers,  the  real  beneficiaries  of 
this  program,  have  comparable  telephone  service  with  their  urban  counterparts  at  affordable 
subscriber  rates.    This  principle  is  especially  important  and  valid  today  as  the  U.S.  enters  the 
"Information  Age"  with  customers  and  regulators  constantly  demanding  improved  services. 

Without  the  REA  program  the  quality  of  telephone  service  in  rural  areas  would 
deteriorate.   The  REA  Act  imposes  a  higher  standard  of  service  than  otherwise  is  required  of 
local  telephone  systems.    Before  REA,  if  carriers  provided  service  at  all  in  rural  areas  it  was 
only  down  the  main  roads  because  service  on  any  other  basis  was  not  economically  feasible. 
Today,  thanks  to  the  Congress  and  the  REA,  telephone  service  is  provided  to  the  "widest 
practical  number  of  rural  users"  in  each  borrower's  service  area  —  a  mandate  that  REA 
strictly  enforces  and  a  standard  of  service  that  the  borrower  voluntarily  assumes  when  it 
receives  a  loan  from  REA. 

The  Ongoing  Need  For  The  REA  Telephone  Program 

The  need  for  the  REA  loan  program  is  as  great  today  as  ever  before,  possibly  even 
greater  than  in  the  past.   Much  of  the  telephone  loop  plant  in  rural  America  was  installed  in 
the  early  1950's  and  will  soon  be  due  for  replacement.   Technological  advances  make  it 
imperative  that  rural  telephone  companies  upgrade  their  systems  to  keep  pace  with  these 
improvements  and  provide  the  latest  available  technology  to  their  subscribers. 

The  REA  loan  programs  have  successfully  increased  the  availability  and  quality  of 
telephone  service  to  rural  homes  and  businesses.  But  the  task  is  far  from  complete.  New 
communications  technology  and  the  huge  increase  in  computer  use  are  leading  us  into  this 
new  "Information  Age". 

As  the  rural  infrastructure  keeps  evolving,  the  potential  benefits  for  rural  life  and  the 
rurcd  economy  are  impressive.    Interactive  optical  fiber  can  provide  education  opportunities  in 
even  the  smallest  towns  comparable  to  hiring  many  extra  teachers.    Using  communications 
for  medical  diagnosis,  monitoring  and  even  treatments  like  heart  defibrillation  can  help 
combat  the  shortage  of  doctors  and  the  rash  of  rural  hospital  closings.    Improved  emergency 
services  can  save  lives.    For  example,  telephone  systems  are  working  at  improving  the  ability 
of  the  911  emergency  system  to  recognize  the  location  from  which  emergency  calls  originate 
to  allow  faster  response.    Businesses  like  telemarketing  and  insurance  can  thrive  in  rural 
areas,  and  telecommuting  can  become  a  realistic  employment  option.    The  REA  programs  are 
already  providing  financing  for  digital  switches,  more  fiber  between  central  offices  and  for 
school  and  medical  communications  facilities,  helping  rural  communities  to  reap  the  benefits 
of  technology. 
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Despite  the  successes,  however,  nearly  two  million  rural  residents  remain  without  the 
most  basic  form  of  telecommunications  service,  often  due  to  economic  reasons.    Of  the  rural 
Americans  who  are  served,  more  than  a  quarter  of  a  million  continue  to  receive  party-line 
service. 

In  addition,  rural  Americans  continue  the  struggle  to  revitalize  their  rural  economies. 
In  light  of  the  fact  that  both  Congress  and  the  President  have  indicated  that  telecommunica- 
tions enhancement  is  a  significant  part  of  such  development,  the  need  for  affordable  capital  to 
finance  technological  upgrading  is  greater  than  ever. 

The  explosive  pace  of  technological  development  offers  new  opportunities  for  rural 
America.    New  systems  can  take  advantage  of  major  breakthroughs  in  what  computers  can  do 
and  how  much  capacity  and  speed  can  be  made  available  for  data,  voice  or  video  transmis- 
sions.   But  falling  behind  metropolitan  areas  in  infrastructure  development  could  spell  a  dim, 
non-competitive  future  for  small,  rural  communities. 

An  immediate  need  for  many  small  systems  is  to  equip  their  networks  for  participation 
in  the  new  public  switched  network  signaling  technology  know  as  SS7.    SS7  will  provide 
basic  call  set-up,  routing,  billing,  credit  card  validation  and  other  functions  more  efficiently. 
This  technologically  advanced  signaling  also  will  enable  rural  areas  to  reap  the  benefits  of 
Integrated  Services  Digital  Network  (ISDN)  linked  to  networks  and  services  across  the 
nation.   The  new  signalling  technology  will  also  allow  number  portability,  so  800  service 
customers  can  change  long  distance  carriers  without  changing  their  call-in  telephone  numbers. 
SS7  opens  up  opportunities  for  "intelligent  network"  services,  such  as  Custom  Local  Area 
Signaling  Service  (CLASS)  Services,  transactional  services,  and  even  tomorrow's  individual 
telephone  number  that  can  receive  calls  wherever  its  "owner"  travels.    These  network 
upgrades  will  help  each  rural  customer  tap  into  information  resources  across  the  country. 

The  costs  of  SS7  participation  are  considerable.   For  example,  one  small  company 
executive  testified  several  years  ago  that  her  company  would  need  to  invest  more  than 
$450, (XK)  to  bring  SS7  technology  to  her  service  area. 

A  nationwide  broadband  network  has  also  been  heralded  as  a  national  infrastructure 
goal,  needed  to  keep  this  country  globally  comf)etitive  and  improve  the  qualify  of  life.    For 
example.  The  Alliance  for  Public  Technology  recently  recommended  upgrading  the  public 
switched  telephone  network  to  make  interactive  broadband  "platform"  universally  available. 
Rural  areas  cannot  afford  to  be  left  out  of  the  interactive  capabilities  broadband  technology 
will  provide  to  urban  and  suburban  users. 

These  facts  offer  conclusive  proof  that  the  REA  program  is  as  necessary  today  as  it 
has  ever  been.    This  continued  need  has  been  confirmed  in  four  recent  studies,  three  of  which 
are  sponsored  by  the  federal  government.    Congress  concurred  with  these  studies  when  in  its 
Rural  Telecommunications  Improvements  Act  of  1990  it  reaffirmed  the  continuing  importance 
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of  the  REA  telephone  loan  program  and  called  on  the  program  to  play  an  even  greater  role  in 
rural  America. 

Rapid  technological  change  and  federal  policies  of  competition  and  deregulation  in  the 
telephone  industry  underscore  the  need  for  targeted  assistance  to  rural  areas.   Rate  pressures 
in  rural  areas  are  already  burdensome.    Without  the  credit  assistance  provided  by  REA,  even 
greater  pressure  would  exist  for  rate  increases  to  local  subscribers.   The  inherently  higher 
costs  to  serve  rural  areas  have  not  abated.    For  example,  a  recent  Southwestern  Bell  study 
showed  that  transport  costs  for  its  low  volume  areas  are  almost  ten  times  higher  than  for  its 
areas  with  higher  traffic  volumes.    Regulatory  trends  towards  encouraging  competition  with 
telephone  systems  increase  pressures  to  shift  more  costs  onto  rural  ratepayers.    Interstate 
subscriber  line  charges  of  $3.50  have  already  shifted  costs  to  customers.    Pressures  to  recover 
more  and  more  of  the  higher  costs  of  rural  service  from  rural  customers  to  foster  urban 
competitive  responses  will  further  burden  rural  consumers.    And,  as  rural  rates  rise,  small 
systems  will  tend  to  lose  confidence  that  they  can  recover  the  investments  for  costly  network 
upgrades. 

REA  Insured  Telephone  Loan  Program 

The  Congressionally  stated  objectives  of  the  REA  loan  program  which  were  an- 
nounced in  1973  are: 

"...  that  adequate  funds  should  be  made  available  to  rural  electric  and  tele- 
phone systems  through  direct,  insured  and  guaranteed  loans  at  interest  rates 
which  will  allow  them  to  achieve  the  objectives  of  the  Rural  Electrification  Act 
of  1936,  as  amended..."    (P.L.  93-32,  May  11,  1973) 

These  objectives  were  restated  in  1990  when  Congress  enacted  the  following  Policy 
statement  in  connection  with  substantial  program  improvements: 

"It  is  the  policy  of  the  Congress  that  the  Rural  Telephone  Bank  and  the  Rural 
Electrification  Administration  make  loans  that  facilitate  the  development  and 
enhancement  of  the  rural  telecommunications  infrastructure  in  order  to  make 
modem  telecommunications  technology  and  services  available  at  reasonable 
rates  to  the  greatest  practicable  number  of  people  in  rural  areas  in  the  United 
States."    (P.L.  101-624,  Nov.  28,  1990) 

Congress  authorized  the  current  insured  loan  program  in  1973  as  part  of  an  overhaul 
of  the  Rural  Electrification  Act  of  1936.    It  provides  financing  for  rural  telephone  infrastruc- 
ture development  in  conjunction  with  the  guaranteed  and  Rural  Telephone  Bank  loan 
programs.    Interest  rates  on  insured  loans  (sec.  305)  are  established  at  5  percent.   The 
Administrator  is  authorized  to  make  loans  at  less  than  5  percent  in  cases  of  "extreme  financial 
hardship"   or  excessive  subscriber  rates.    Loan  levels  in  the  insured  telephone  program  are  set 
annually  through  the  appropriations  process  and  for  FY  1993  are  $239,250,000  at  an 
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appropriated  subsidy  cost  of  $40,290,000.   Costs  for  administering  telephone  loan  programs 
are  estimated  at  $10-12  million. 

As  of  September  30,  1992,  almost  $3.3  billion  has  been  loaned  under  the  insured 
telephone  loan  program  at  5%.   A  total  of  $10  billion  has  been  loaned  over  the  life  of  the 
telephone  loan  program.   Almost  no  loans  in  recent  years  have  been  made  at  the  discretionary 
interest  rate  of  less  than  5%.   There  has  never  been  a  default  on  a  rural  telephone  loan.    All 
loans  are  being  repaid  with  interest  according  to  their  terms  —  over  $5  billion  to  date. 

Loan  demand  continues  to  exceed  authorized  minimum  loan  levels  in  the  insured  and 
Rural  Telephone  Bank  loan  programs.   At  the  end  of  the  last  fiscal  year,  $221  million  was 
carried  over  in  completed  but  unapproved  applications. 

The  Clinton  Economic  Proposal  Concerning  Insured  Telephone  Loans 

President  Clinton  in  his  economic  message  to  Congress  and  his  subsequent  budget 
document  calls  for  elimination  of  all  interest  subsidies  in  the  REA  insured  loan  program 
beginning  in  FY  1994  as  part  of  his  spending  reduction  package.    At  current  interest  rates 
this  would  mean  raising  insured  loan  interest  rates  from  5  percent  to  the  long-term  Treasury 
Rate  (6.8  percent).    In  the  telephone  program,  this  would  achieve  savings  of  only  $7.5 
million  in  FY  1994  and  $103.5  million  over  four  years  as  projected  in  the  Clinton  budget. 

Other  segments  of  the  President's  economic  package  propose  to  increase  spending 
substantially  to  "Rebuild  America"  and  "for  initiatives  to  restore  the  nation's  infrastructure". 
However,  no  new  funding  is  requested  for  telecommunications  infrastructure  development  in 
rural  areas.   The  President's  stated  objectives  in  this  economic  package  are: 

o  To  bring  new  life  to  rural  communities; 

o  To  create  jobs; 

o  To  rebuild  America  through  investments  in  infrastructure;  and 

o  To  shift  budget  priorities  from  "consumption"  spending  to 

investment. 

The  REA  insured  telephone  loan  program  meets  each  of  these  objectives.    Yet,  the 
President's  recommendation  would  effectively  eliminate  it.    We  believe  further  that  his  REA 
proposal  will  actually  undermine  his  ability  to  accomplish  these  objectives.   Economic  incen- 
tives to  promote  rural  telecommunications  infrastructure  development  should  be  the  comer- 
stone  of  any  revitalization  package.    Telecommunications  plant  and  technology  is  the  most 
basic  aspect  of  today's  rural  development.    Both  government  and  private  economists  agree 
that  state-of-the-art  telecommunications  are  essential  to  any  meaningful  rural  development. 

If  the  President's  REA  proposals  for  the  telephone  loan  program  are  adopted,  what 
would  be  the  result?   While  no  one  can  answer  that  question  with  any  certainty,  moderniza- 
tion in  these  rural  service  areas  would  surely  slow  down  and  many  upgrade  projects  might 
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not  occur  at  all.    Without  the  economic  incentives  provided  by  REA  insured  loans,  many 
projects  would  not  be  feasible  and  if  the  borrower  has  a  choice  where  it  will  make  its 
investments  they  likely  would  be  made  in  more  profitable  areas. 

The  recent  economic  studies  referred  to  earlier  all  agree  that  the  REA  program  should 
be  expanded  not  curtailed  if  rural  residents  are  to  have  comparable  opportunities  with  urban 
citizens. 

Rural  Telephone  Bank/Credit  Reform 

A  second  potentially  devastating  issue  concerning  the  effective  operation  of  the  REA 
telephone  loan  program  looms  on  the  horizon. 

Congress  enacted  the  Federal  Credit  Reform  Act  of  1990  as  Title  V  of  P.L.  101-508, 
the  Omnibus  Reconciliation  Act  of  1990.    The  act  became  effective  on  October  1,  1991. 
One  of  the  purposes  of  this  legislation  is  "to  place  the  cost  of  credit  programs  on  a  budgetary 
basis  equivalent  to  other  Federal  spending."   While  this  objective  may  be  desirable  for  most 
federal  agencies,  if  the  legislation  is  applied  to  the  Rural  Telephone  Bank  (RTB),  it  will  cause 
severe  and  unintended  consequences  due  to  the  unique  structure  and  nature  of  the  institution. 
Moreover,  during  consideration  of  credit  reform  legislation,  this  committee  which  has 
jurisdiction  over  the  operations  of  the  RTB  was  not  given  the  opportunity  to  consider  the 
effects  or  the  impact  of  credit  reform  on  the  bank. 

The  Rural  Telephone  Bank  was  created  by  Congress  in  1971  (P.L.  92-12)  as  an 
instrumentality  of  the  United  States  "to  furnish  assured  and  viable  sources  of  supplementary 
financing  with  the  objective  that  said  bank  will  become  an  entirely  privately  owned,  operated, 
and  financed  corporation."    It  is  a  mixed  ownership  government  corporation.   The  bank  is 
capitalized  by  three  classes  of  stock.   At  the  end  of  FY  1991,  the  capital  structure  of  the 
bank'  was,  as  follows: 


Class  A  stock  (issued  to  the  Government)  =  $  592,079,627 

Class  B  stock  (issued  to  borrowers)  =  397,942,351 

Class  C  stock  (issued  to  others)  =  13.393.000 

Total  Capital  Stock  =  $1.003.414.978 


Congress  provided  the  government's  initial  capital  contribution  in  the  form  of  annual 
subscriptions  of  Class  A  stock  appropriated  over  a  20  year  period.    Borrowers  are  required  to 
purchase  Class  B  stock  in  the  amount  of  5  %  of  each  loan  from  the  bank.    Class  C  stock  is 


'  Source:  20th  Annual  Report  of  the  Board  of  Directors  of  the  Rural  Telephone  Bank, 
Fiscal  Year  1991. 
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issued  and  sold  at  a  par  value  of  $1000  per  share  to  borrowers,  corporations  and  public 
entities  eligible  to  borrow  or  to  organizations  controlled  by  such  borrowers,  corporations  and 
public  bodies.    Net  bank  margins,  after  payment  of  interest  to  the  government  on  the  Class  A 
stock  and  other  expenses,  are  distributed  to  borrowers  each  year  as  patronage  refunds  in  the 
form  of  additional  Class  B  stock. 

Under  the  law,  the  bank  will  begin  to  redeem  and  retire  Class  A  stock  as  soon  as 
practicable  after  September  30,  1995  in  an  amount  at  least  equal  to  the  amount  of  Class  B 
stock  sold  by  the  telephone  bank  each  year.   Whenever  51  %  of  the  maximum  amount  of 
Class  A  stock  issued  to  the  government  has  been  fully  redeemed  and  retired,  the  ownership, 
control  and  operations  of  the  bank  will  be  transferred  to  the  borrowers/stockholders  of  the 
bank  under  procedures  currently  outlined  in  the  Act.    Until  conversion,  the  bank  is  an  agency 
of  the  United  States  subject  to  the  supervision  and  direction  of  the  Secretary  of  Agriculture. 

The  Rural  Telephone  Bank  is  a  unique  federal  institution.    Temporarily  it  is  a  "federal 
agency"  by  statute,  but  one  with  substantial  private  ownership.    Borrowers  and  others  have 
purchased  and,  currently  own,  approximately  $500  million  of  the  bank's  outstanding  capital. 

Prior  to  credit  reform,  the  bank  had  not  borrowed  from  Treasury  since  1986  to  fund 
advances  on  loans  to  borrowers  and  is  essentially  self-sustaining  (i.e..  bank  margins  and 
repayments  of  principal  and  interest  on  outstanding  loans  to  borrowers  exceed  advances  on 
new  loans).   The  bank's  largest  asset  is  its  loan  portfolio  which  with  interest  totals  over  $2 
billion.    At  the  same  time,  the  bank  owes  Treasury  $758  million  in  long  term  notes  that  don't 
begin  to  come  due  until  2024.    As  of  September  30,  1991,  the  bank  had  $156  million  on 
deposit  in  the  Treasury  of  the  United  States.    Annual  advances  on  new  loans  range  from 
$100-200  million. 

There  is  still  considerable  confusion  as  to  whether,  or  the  extent  to  which,  credit 
reform  legislation  is  applicable  to  the  Rural  Telephone  Bank  even  though  that  law  became 
effective  on  October  1,  1991.   The  bank  is  not  specifically  exempt  as  are  other  specifically 
named  organizations  such  as  the  Tennessee  Valley  Authority,  Crop  Insurance,  Federal 
Deposit  Insurance  Corporation  and  others.    Moreover,  a  division  of  the  Office  of  General 
Counsel  of  the  Department  of  Agriculture  has  issued  an  opinion  which  generally  concludes 
that  credit  reform  would  be  applicable  to  operations  of  the  bank. 

However,  the  executive  branch  official  responsible  for  the  Federal  Credit  Reform  Act, 
the  Director  of  the  Office  of  Management  and  Budget,  has  not  issued  any  written  guidelines, 
regulations  or  other  criteria  to  the  Rural  Telephone  Bank,  its  stockholders,  or  the  public  con- 
cerning the  implementation  of  these  provisions  or  their  potential  impact  on  the  bank. 
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Three  aspects  of  credit  reform  would  cause  irreparable  harm  to  the  operations  of  the 
bank  as  intended  by  Congress: 

1)  Placing  the  equity  of  the  bank  invested  prior  to  FY  1992  into  a  "liqui- 
dating account"  would  deny  both  existing  and  future  borrowers  the 
benefit  of  the  bank's  low  cost,  imbedded  capital  structure; 

2)  Directing  repayments  on  all  loans  made  prior  to  FY  1992  to  the  liqui- 
dating account  would  require  the  bank  to  borrow  from  Treasury  to  fund 
advances  on  new  loans  thereby  sharply  increasing  the  bank's  cost  of 
lending;  and 

3)  Transferring  unobligated  balances  of  the  bank's  accounts  that  are  in 
excess  of  current  needs  to  the  general  fund  of  the  Treasury  as  required 
under  a  literal  interpretation  of  the  Credit  Reform  Act  would  result  in 
an  unconstitutional  taking  of  private  property  for  public  use  in  violation 
of  the  Fifth  Amendment  to  the  Constitution  of  the  United  States. 

Twenty-two  years  ago,  Congress  made  a  promise  to  Rural  Telephone  Bank  borrowers 
and  stockholders.   The  promise  made  was  that  if  rural  telephone  systems  would  invest  their 
own  funds  in  the  Rural  Telephone  Bank,  after  retirement  of  the  government's  initial  capital 
investment,  the  institution  would  be  privatized  under  the  statute  and  become  borrower  owned 
and  controlled.    This  committee  and  this  Congress  must  now  decide  whether  that  promise  will 
be  kept. 

If  the  Clinton  budget  proposals  to  eliminate  all  subsidies  on  insured  loans  are  adopted 
and  steps  are  not  taken  to  correct  the  unintended  consequences  of  credit  reform  legislation  on 
the  Rural  Telephone  Bank,  the  rural  telephone  lending  programs  effectively  will  be  destroyed. 

Conclusion 

The  President  exclaimed  in  his  economic  message  to  Congress,  "We  ought  to  be 
subsidizing  the  things  that  work".    I  agree  with  that  assessment,  Mr.  President.    The  REA 
telephone  loan  program  works  and  works  effectively.    It  provides  substantial  benefits  to  rural 
telephone  subscribers  which  far  outweigh  the  program's  nominal  cost.    It  is  in  place  now  and 
it  is  doing  the  job  Congress  intended. 

This  Committee  and  Congress  is  faced  with  a  distinct  challenge.    The  REA  telephone 
program  as  currently  constituted  represents  a  commitment  of  resources  by  the  federal 
government  through  loans  with  modest  subsidies  to  improve  telecommunications  infrastructure 
in  our  country's  least  populated  areas.    If  the  committee  concludes  that  this  commitment  is  no 
longer  appropriate  as  a  national  policy  goal,  then  it  should  accept  the  President's  proposal. 
On  the  other  hand,  if  we  are  really  serious  about  rural  citizens  having  the  same  opportunities 
as  urban  citizens,  if  we  are  really  serious  about  revitalizing  rural  communities,  if  we  are 
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really  serious  about  creating  jobs  and  rebuilding  America  through  investments,  then,  the  REA 
insured  telephone  loan  program  should  remain  intact  and  the  Rural  Telephone  Bank  should  be 
p)ermitted  to  fulfill  its  statutory  mandate  without  the  indiscriminate  application  of  credit 
reform  to  its  operations. 

Thank  you  for  the  opportunity  to  present  our  views  to  you  today.   I  will  be  pleased  to 
answer  any  questions  you  may  have. 
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ARIZONA  TELEPHONE  COMPANY 

March  17,  1993 


Congressman  Glenn  English 
Committee  Chairman 

House  Subcommittee  on  Environment, 
Credit,  and  Rural  Development 
2206  Rayburn  House  Office  Building 
Washington,  D.C.   20515 


Re:   Hearing  on  REA  Program 
on  March  16,  1993 

Dear  Congressman  English: 

Thank  you  for  giving  me  the  opportunity  to  testify  Tuesday 
on  the  telephone  panel  regarding  the  future  of  the  telephone 
portion  of  the  REA  loan  program.   Unfortunately,  significant  time 
was  absorbed  by  preceding  witnesses.   Additional  time  to  develop 
the  essential  concepts  for  the  future  of  REA  telephony  would  have 
been  desirable. 

Since  each  of  the  panelists,  including  myself,  cut  short  our 
oral  summaries,  I  am  including  a  written  copy  of  my  full  oral 
commentary  which  I  had  hoped  to  deliver.   Perhaps  this  oral 
statement  can  also  be  entered  into  the  record  to  include  that 
additional  data.   My  specific  effort  was  to  offer  operational 
facts  from  our  actual  company  operations  to  quantify  the  impacts 
of  interest  expense  on  high  cost,  low  density  operations  in  an 
effort  to  demonstrate  that  lower  interest  loans  are  justified  nov; 
and  in  the  future. 

The  REA  telephone  loan  program  is  a  long  standing 
partnership  between  government  and  private  industry  that  has 
enjoyed  tremendous  success  over  40  years  in  building  the  basic 
rural  telephone  infrastructure  this  nation  enjoys  today.   The 
governmental  entity,  REA,  is  in  place  today  and  has  fortunately 
survived  a  "Bataan  death  march"  through  two  prior 
Administrations.   With  solid  support  of  the  Clinton  Administra- 
tion and  Congress,  it  could  be  a  battle  tested,  experienced  force 
that  in  conjunction  with  similarly  experienced  telephone 
borrowers  in  the  field  could  do  wonders  in  building  the 
modernized  rural  telecommunications  infrastructure  of  the  future. 
President  Clinton's  Administration  proposal  appears  to  ignore 
this  "experienced  strike  force"  to  shoulder  that  future 
responsibility. 
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Instead  of  trying  to  send  a  positive  signal  to  the  "existing 
troups"  by  supporting  the  5%  interest  loan  program,  the 
Administration  proposes  to  do  away  with  it  and  suggests  non- 
refundable grants  to  entities  which  will  take  time  to  organize 
and  train  and  in  the  end  could  actually  duplicate  efforts  of  the 
existing  REA  administration  and  the  borrowers  in  the  field  who 
have  proven  that  they  can  do  the  job. 

Rather  than  trying  to  save  $7.5  million  in  telephone 
interest  subsidy  (27.5%  of  REA  insured  loan  total  of  $27  million) 
for  FY1994  (i.e.  $1.25  per  year  for  each  of  6  million  REA  loan 
telephone  customers)  and  eliminating  any  new  funding,  I  believe 
it  is  in  the  public  interest  to  send  a  strong  stimulus  package 
and  signal  to  the  existing  REA  telephone  program  to  immediately 
focus  on  constructing  tomorrow's  rural  telecommunications 
infrastructure  expeditiously  -  and  give  the  existing  program  the 
support  and  financial  tools  to  accomplish  that  mission.   Instead, 
the  FY1993  current  insured  program  loan  level  is  $239,250,000 
compared  to  $250,000,000  during  the  Carter  Administration  in  the 
late  '70's. 

Low  density,  high  cost  companies  like  ourselves  already  have 
invested  as  much  as  twice  the  national  average  in  the  rural 
telephone  infrastructure  on  a  per-customer  basis.   As  such,  our 
per  customer  interest  burden  even  at  the  5%  rate,  assuming  a 
comparable  debt-equity  capital  structure,  is  equivalent  to  10% 
annual  interest  rate  when  compared  to  lower  cost  or  average 
operations . 

Also,  as  referenced  in  my  oral  comments,  some  subsidy  for 
rural  telephone  operations  is  essential  for  universal  telephone 
service  to  survive  and  perceptions  as  created  by  the  media  should 
not  undermine  a  carefully  balanced  package  which  has  resulted  in 
the  worlds  best  telecommunications  network.   Besides  interest 
rate  subsidy,  there  are  considerable  averaging  and  support 
payments  provided  to  high  cost  rural  operations  within  the 
Telephone  Industry  itself  which  support  this  nations  universal 
telephone  service  policy. 

There  are  many  of  us  in  the  Industry  that  have  carried  the 
REA  banner  for  years  and  proven  our  capabilities  to  get  the  job 
done.   We're  willing  to  help  in  any  way  possible  to  assist  you, 
your  committee,  the  Congress,  and  the  Administration  in  moving 
rural  America  forward.   Please  feel  free  to  call  on  us  for 
further  information  and  any  assistance  possible.   Thanks  once 
again  for  the  opportunity  to  submit  our  initial  input  at  your 
hearing  and  for  your  sensitivity  toward  the  REA  program  in  the 
past. 


(Attachment  follows:) 


Respectfully, 
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R.  G.  Nehring/ 
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ORAL  STATEMENT 

R.G.  Nehring 

March  16,  1993 


Mr.  Chairman,  Members  of  the  Committee: 

I  am  R.G.  Nehring,  President  and  Chairman  of  the  Board  of  Arizona 
Telephone  Company  (ATC)  based  in  Phoenix,  Arizona.    My  experience  in  the 
non-Bell  segment  of  the  telephone  industry  covers  32  years.    My  focus  within 
the  industry  has  been  the  provision  of  telephone  service  in  remote,  rural  areas 
of  the  nation.    My  background  also  includes  degrees  in  accounting  and  law  from 
the  University  of  Wisconsin  -  Madison  and  I  am  currently  a  member  of  the 
Arizona  and  Wisconsin  Bar. 

Over  the  years,  I  have  been  heavily  involved  in  telephone  industry  affairs. 
Today,  I  am  testifying  as  a  member  of  the  National  Rural  Telecom  Association 
(NRTA)  which  represents  nationally  about  300  commercial  telephone  company 
REA  borrowers,  and  as  a  member  and  director  of  the  Western  Rural  Telephone 
Association  (WRTA)  which  represents  526  commercial  and  cooperative  REA 
borrowers  in  states  located  west  of  the  Mississippi  River.    Also,  I  am  a  long- 
standing member  of  other  national  telecommunications  associations  where  I 
served  as  a  board  of  director  of  the  National  Exchange  Carriers  Association 
(NEC A)  for  ten  years  and  as  chairman  and  vice-chairman  of  that  board  and 
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served  for  fifteen  years  as  a  board  member  of  the  United  States  Telephone 
Association  (USTA). 

The  Arizona  Telephone  Company  was  organized  by  myself  in  1967  to 
provide  dial  telephone  service  within  the  state  of  Arizona.   Total  service 
territory  currently  involves  5,200  square  miles  where  2,250  access  lines  are 
provided.    The  Arizona  Telephone  Company  serves  low-density,  high  cost  areas 
involving  900  route  miles  of  cable  and  wire  facilities.    Those  facilities  serve  less 
than  .5  customers  per  square  mile  and  about  2.5  customers  per  route  mile  of 
buried  cable  and  wire.    The  average  REA  borrower  serves  6  customers  per  mile 
of  telephone  line  involving  1,000  route  miles.    Our  investment  per  line  is 
$3,600  compared  to  an  industry  average  of  $1,800. 

Our  current  REA  loan  is  for  the  primary  purpose  of  upgrading  our 
outmoded  electromechanical  switching  offices  to  modern  digital  technology  and 
to  meet  internal  growth  requirements.   The  development  of  our  modern  tele- 
phone system  in  Arizona  would  not  have  been  possible  without  the  REA  loan 
program.    Upon  total  draw-down,  our  total  REA  loans  will  total  almost  $7 
million. 
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Since  the  Communications  Act  of  1934,  this  nation's  telecommunications 
policy  has  been  the  provision  of  universally  available  telephone  service  at 
affordable  rates.   This  nation's  excellent  telephone  network  has  resulted  from 
this  policy  which  has  only  been  accomplished  through  numerous  subsidization 
programs.   These  subsidies  have  occurred  within  the  telephone  industry  with 
regulatory  approval  and  have  included  some  subsidy  provided  by  lower  interest 
REA  funding  for  rural  areas. 

This  policy  was  established  by  Congress  and  implemented  through  the 
years  for  interstate  purposes  by  the  FCC  and  for  interstate  requirements  by  the 
State  Regulatory  Commissions.   The  issue,  Mr.  Chairman  and  members  of  the 
Committee  which  you  really  are  weighing  at  this  time  is  whether  that  policy  of 
universal  telephone  service  should  remain  because  the  REA  loan  program  is  an 
integral  part  of  providing  such  universal  service  in  rural  America. 

I  had  initially  planned  on  summarizing  the  key  statistics  and  accomplish- 
ments of  the  REA  program  as  set  forth  in  detail  in  my  prepared  statement.    In 
the  interests  of  saving  time  at  this  hearing,  I  hope  that  the  statement  and  the 
comments  to  be  made  by  other  members  of  this  panel  will  adequately  cover  that 
background. 
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Instead,  I  would  like  to  go  directly  to  the  following  two  questions: 

1)  What  happens  if  President  Clinton's  proposal  to  eliminate  all 
interest  subsidies  in  the  REA  insured  loan  program  is  adopt- 
ed? 

2)  Is  the  mission  of  providing  rural  telephone  service  complet- 
ed? 

First,  I  would  like  to  address  the  insured  loan  subsidy  issue  by  comparing 
our  company's  loan  program  at  approved  REA  2%  and  5%  loan  levels  vs.  the 
6.8%  proposed  Treasury  rate.   Those  loans,  which  of  course  are  gradually 
being  repaid,  would  have  required  total  annual  interest  payments  of  $231,410 
when  fully  drawn  down.    If  the  6.8%  were  applied  to  the  same  gross  loan 
amounts,  annual  interest  would  increase  to  $472,124  or  $144,428  after  tax 
assuming  a  40%  composite  federal  and  state  tax  rate.   The  magnitude  of  such  a 
net  interest  expense  increase  can  be  assessed  when  compared  to  our  total  local 
annual  revenues  of  about  $270,000.    The  key  is  that  our  high  investment  per 
line  naturally  results  in  twice  the  debt  and  interest  charges  per  line. 

The  concern  becomes  even  greater  if  the  proposed  rate  is  to  float  as  the 
Treasury  rate  increases.    For  example,  Dan  Dorfman,  in  an  article  in  USA 
Today  yesterday  quoted  a  market  expert  who  expects  30  year  Treasury  bonds  to 
top  8%  by  year-end,  compared  to  last  Friday's  6.86%  level.    The  end  result 
will  be  an  increase  in  our  customers'  local  rates. 
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Telephone  companies  would  have  to  face  a  decision  of  where  to  invest  if 
there  is  no  incentive  to  invest  in  sparse  markets.   The  force  of  competition 
which  will  eventually  enter  all  markets  will  drive  investments  to  the  most 
lucrative  markets  --  much  as  it  did  with  the  common  carriers  in  the  airline 
industry.    Under  the  RE  A  program,  borrowers  are  required  to  serve  everyone 
in  their  service  area.   The  question  is  ~  who  will  be  the  provider  of  last  resort 
if  there  is  no  program  to  encourage  such  an  objective? 

In  my  opinion,  the  relatively  minor  amount  of  savings  to  the  government 
doesn't  warrant  the  risk  of  undermining  the  universal  telephone  service  program 
which  has  served  this  nation  so  well. 

Next,  I'd  like  to  address  the  question  of  whether  the  mission  of  the  REA 
has  been  completed  and  therefore  REA  borrowers  can  afford  private  financing 
without  a  significant  increase  in  rural  subscriber  rates.    I  must  conclude  that 
answer  is  NO  -  and  it  probably  will  never  be.   When  veterans  returned  after 
WW  II,  they  were  no  longer  content  to  live  with  rural  magneto  phone  lines 
attached  to  fence  posts  and  the  REA  telephone  loan  program  was  born  in  1949. 
After  dial  service  was  provided,  party  lines  became  unacceptable  and  eventually 
8  party  lines  were  replaced  by  4  party  lines  and  then  private  lines.    Then  the 
demand  arose  for  Direct  Distance  Dialing  and  now  we  face  computer  usage 
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standards,  digitalization  of  the  entire  network  and  of  course  broadband  capabili- 
ty.   With  the  pace  of  technology,  who  knows  what  is  next.    Certainly  distant 
medical  and  learning  capabilities  must  eventually  be  provided. 

Our  company's  annual  growth  has  been  5-6%  internally  and  the  job  of 
simply  meeting  increased  capacity  and  customer  service  demands  seems  never 
ending.   Citizens  fleeing  urban  density  problems  for  the  rural  lifestyle  continues 
within  our  areas.    We  are  required  to  maintain  the  quantity  and  quality  of  parity 
with  the  telecommunications  network  of  the  urban  areas  if  we  are  to  maintain 
this  nation's  competiveness  in  both  the  urban  and  rural  areas.    Nearly  2  million 
rural  residents  remain  without  basic  service  so  that  job  is  not  done  either. 

Therefore,  rural  telephone  systems  have  an  ongoing  need  for  long-term 
capital  at  affordable  interest  rates.   Since  1949,  that  capital  has  been  provided 
through  telephone  loan  programs  administered  by  REA.   Telephone  loans  are 
made  "to  furnish  and  improve"  local  telephone  service  in  rural  areas.    A  rural 
area  is  defined  in  the  Act  as  those  areas  not  included  in  the  boundaries  of  a  city 
or  town  which  has  a  population  in  excess  of  1500  inhabitants. 

REA  loans  are  made  exclusively  for  capital  improvements  and  loan  funds 
are  segregated  from  the  borrower's  operating  revenues.  Loans  are  not  made  to 
subsidize  operating  revenues  or  profits  of  the  borrower  system.   There  is  a 
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proscription  in  the  Act  against  loans  which  would  duplicate  facilities  and  state 
authority  to  regulate  telephone  service  is  expressly  preserved. 

Rural  telephone  systems  operate  at  a  severe  geographical  handicap  when 
compared  with  other  telephone  companies.    While  almost  6  million  rural 
telephone  subscribers  receive  telephone  service  from  REA  borrower  systems, 
they  account  for  only  four  percent  of  total  U.S.  subscribers.    On  the  other  hand, 
borrower  service  territories  total  37  percent  of  the  land  area  ~  nearly  1  'A 
million  squares  miles.   The  average  REA  borrower  serves  about  six  subscribers 
per  mile  of  telephone  line  and  have  more  than  1 ,000  route  miles  of  lines  in  their 
systems. 

The  President's  economic  package  also  proposes  to  increase  spending 
substantially  to  "Rebuild  America"  and  "for  initiatives  to  restore  the  nation's 
infrastructure".    However,  no  new  funding  is  requested  for  telecommunications 
infrastructure  development  in  rural  areas.   The  President's  stated  objectives  in 
this  economic  package  are: 

o         To  bring  new  life  to  rural  communities; 

o        To  create  jobs; 

o         To  rebuild  America  through  investments  in  infrastruc- 
ture; and 
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o         To  shift  budget  priorities  from  "consumption"  spending 
to  investment. 

The  REA  insured  telephone  loan  program  meets  each  of  these  objectives. 
Yet,  the  President's  recommendation  would  effectively  eliminate  it.   We  believe 
further  that  his  REA  proposal  will  actually  undermine  his  ability  to  accomplish 
these  objectives.    Economic  incentives  to  promote  rural  telecommunications 
infrastructure  development  should  be  the  cornerstone  of  any  revitalization 
package.   Telecommunications  plant  and  technology  is  the  most  basic  aspect  of 
today's  rural  development.    Both  government  and  private  economists  agree  that 
state-of-the-art  telecommunications  are  essential  to  any  meaningful  rural  devel- 
opment. 

A  second  potentially  devastating  issue  concerning  the  effective  operation 
of  the  REA  telephone  loan  program  looms  on  the  horizon. 

There  is  still  considerable  confusion  as  to  whether,  or  the  extent  to  which, 
credit  reform  legislation  is  applicable  to  the  Rural  Telephone  Bank  even  though 
that  law  became  effective  on  October  1,  1991. 

However,  the  executive  branch  official  responsible  for  the  Federal  Credit 
Reform  Act,  the  Director  of  the  Office  of  Management  and  Budget,  has  not 
issued  any  written  guidelines,  regulations  or  other  criteria  to  the  Rural  Tele- 


119 

phone  Bank,  its  stockholders,  or  the  public  concerning  the  implementation  of 
these  provisions  or  their  potential  impact  on  the  bank. 

A  viable  Rural  Telephone  Bank  is  essential  for  those  borrowers  who 
caimot  qualify  for  the  insured  loan  program  and  was  created  as  a  loan  source 
for  migration  of  borrowers  from  the  lower  interest  insured  program.    Since  the 
focus  of  this  hearing  seems  to  be  on  the  insured  loan  interest  and  availability 
issue,  I  shall  not  comment  further  at  this  time.    Considerable  detail  on  the 
Telephone  Bank  program  is  included  in  my  written  comments. 

This  Committee  and  Congress  is  faced  with  a  distinct  challenge.   The 
REA  telephone  program  as  currently  constituted  represents  a  commitment  of 
resources  by  the  federal  government  for  universal  telephone  service  through 
loans  with  modest  subsidies  to  improve  telecommunications  infrastructure  in  our 
country's  least  populated  areas.    If  the  committee  concludes  that  this  commit- 
ment is  no  longer  appropriate  as  a  national  policy  goal,  then  it  should  accept  the 
President's  proposal.    On  the  other  hand,  if  we  are  really  serious  about  rural 
citizens  having  the  same  opportunities  as  urban  citizens,  if  we  are  really  serious 
about  revitalizing  rural  communities,  if  we  are  really  serious  about  creating  jobs 
and  rebuilding  America  through  investments,  then,  the  REA  insured  telephone 
loan  program  should  remain  intact  and  the  Rural  Telephone  Bank  should  be 
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permitted  to  fulfill  its  statutory  mandate  without  the  indiscriminate  application  of 
credit  reform  to  its  operations. 

Thank  you  for  the  opportunity  to  present  our  views  to  you  today.    I  will 
be  pleased  to  answer  any  questions  you  may  have. 


10 
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statement  of 

Todd  Sanders,  Jr. 

Vice  President  —  Operations,  Yell  County  Telephone  Company 

Chairman,  REA  Committee 

Organization  for  the  Protection  and 

Advancement  of  Small  Telephone  Companies 

before  the 

House  Committee  on  Agriculture 

Subcommittee  on  Environment,  Credit  and  Rural  Development 

March  16,  1993 


Good  morning  Mr.  Chairman  and  members  of  the  subcommittee,  I 
appreciate  the  opportunity  to  appear  before  you  and  discuss  the 
REA  loan  program  and  rural  development. 

I  am  Todd  Sanders,  Jr.,  I  serve  as  Vice  President  of 
Operations  for  Yell  County  Telephone  Company  in  Danville, 
Arkansas.   Our  company  currently  has  4,399  access  lines  in  an 
area  approximately  500  square  miles  in  size.   Our  service  area 
includes  a  large  area  of  Yell  county,  as  well  as  a  very  small 
portion  of  Scott  and  Perry  counties.   The  communities  that  we 
serve  have  a  modest  standard  of  living  and  still  show  signs  of 
economic  depression.   I  am  the  third  generation  of  my  family  to 
provide  telephone  service  to  our  customers.   Our  company's 
history  clearly  shows  the  benefits  REA  provides  to  rural  America. 

We  have  seven  exchanges,  all  of  which  are  fully  digital  with 
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SS7  functionality,  and  were  the  firsc  company  in  Arkansas,  with 
the  help  of  an  REA  loan,  to  upgrade  our  central  office  switches 
to  a  level  capable  of  providing  Caller  I.D.  and  23  other  CLASS 
and  traditional  Custom  Calling  Features.    REA  is  directly 
responsible  for  providing  our  customers  with  the  advanced 
telephone  network  that  they  so  desperately  need  in  such  a  rural 
area,  and  at  a  cost  that  they  can  afford.   Including  our  first 
REA  loan  in  1967,  Yell  County  Telephone  has  borrowed  REA  funds  on 
four  very  productive  occasions  with  our  total  REA  borrowed  funds 
equalling  $9,133,000.   The  Yell  County  Telephone  Company's 
relationship  with  REA  has  ensured  that  our  customers  in  rural 
Arkansas  have  access  to  the  new  and  advanced  telecommunications 
that  are  available  in  urban  America. 

I  currently  serve  as  the  Chairman  of  the  OPASTCO  REA 
Committee.   OPASTCO  is  a  national  trade  association  representing 
more  than  400  independently  owned  and  operated  telephone 
companies  throughout  the  United  States.   Our  membership  includes 
both  commercial  companies  and  cooperatives,  and  approximately 
three-fourths  of  our  members  are  REA  borrowers.   OPASTCO  members' 
companies  range  in  size  from  less  than  100  to  80,000  access  lines 
and  serve  nearly  2  million  subscribers.   If  it  were  not  for  the 
REA,  many  of  these  customers  would  not  have  telecommunications 
services . 

Because  REA  has  brought  telecommunications  services  to  rural 
America,  OPASTCO  is  a  fervent  supporter  of  the  REA  telephone 
lending  programs  and  believes  that  continuing  a  strong  REA 


123 


program  is  essential  to  the  future  of  a  vital  rural  America. 
Since  the  inception  of  the  telephone  lending  program  in  1949,  the 
financing  has  provided  telephone  service  to  more  than  5  million 
subscribers.   REA  borrowers  have  grown  from  less  than  20  to  960 
since  the  program  began. 

It  is  clear  that  REA  has  made  significant  contributions  to 
the  development  and  growth  of  the  rural  telecommunications 
infrastructure.   As  the  rural  infrastructure  has  developed,  it 
has  contributed  to  the  overall  development  of  rural  America. 
These  benefits  of  the  REA  program  are  not,  however,  limited  to 
rural  America,  because  as  rural  America  improves,  the  rest  of 
America  improves  along  with  it. 

When  many  see  the  job  that  REA  has  done  —  bringing 
telephone  service  to  so  many  in  rural  America  —  they  say  that 
REA' s  job  is  done.   But  this  is  not  true.   The  REA  program  is  an 
exemplary  one  in  that  it  has  done  a  magnificent  job  in  helping 
telephone  companies  bring  service  to  rural  America.  However,  it 
must  be  made  clear  that  providing  service  to  rural  areas  is  not  a 
job  with  a  beginning  and  an  end,  but  it  is  a  continuing 
responsibility. 

Congress  recognized  this  continuing  responsibility  when  it 
drafted  the  language  that  created  REA.   Two  of  the  statutory 
responsibilities  of  REA  are  to  "furnish  and  improve  service  in 
rural  areas".   REA  funding  has  helped  "furnish"  service  to  rural 
areas.   But  only  continued  REA  funding  can  allow  for  the 
compliance  with  the  statutory  mandate  to  "improve"  these 
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services.   Improving  service  denotes  a  continuing  responsibility 
and  obligation.   REA  programs  remain  essential  to  the  continuing 
development  of  a  modern  nationwide  telecommunications 
infrastructure . 

The  Administration  has  clearly  recognized  the  importance  of 
infrastructure  development  for  the  United  States.   It  has 
recognized  that  infrastructure  development  is  crucial  for 
American  competitiveness  and  productivity.   The  REA  program  is  an 
established  and  effective  government  program  that  facilitates 
infrastructure  development  in  the  rural  United  States.   It  is 
effective,  sound  and  economical. 

REA  is  one  of  the  few  government  programs  targeted  to 
America's  rural  citizens,  and  is  an  excellent  example  of 
accomplishing  public  policy  objectives  through  government 
incentives  to  the  private  sector.   All  REA  telephone  loan  funds 
are  used  to  further  the  purpose  of  the  law  —  "to  furnish  and 
improve  telecommunications  services  in  rural  areas".   Moreover, 
there  has  never  been  a  default  in  the  more  than  40-year  history 
of  the  REA  telephone  loan  program,  and  all  of  these  loans  are 
being  repaid  with  interest.   For  rural  areas,  the  REA  program 
undoubtedly  is  one  that  aids  in  the  accomplishment  of  the 
Administration's  goal  of  infrastructure  development.   Thus,  it  is 
a  program  which  must  remain  strong. 

REA  has  a  very  strong  and  proud  record.   It  is  imperative 
that  it  have  a  very  strong  and  proud  future.   The 
telecommunications  industry  is  facing  significant  technological 
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changes  and  REA  is  needed  for  the  job  of  bringing  these  new 
technologies  to  rural  America.   As  the  need  for  new  services 
evolves,  rural  telephone  systems  must  have  access  to  financing  to 
fund  technological  improvements  such  as  digital  switching 
equipment,  fiber  optic  lines,  enhanced  services  such  as  emergency 
911,  and  SS7  networks.   This  program  is  necessary  to  bring  these 
advanced  networks  and  attendant  services  to  rural  customers  — the 
true  beneficiaries  of  this  program. 

Mr.  Chairman,  it  must  be  made  perfectly  clear  that  the  REA 
program  is  for  the  sole  benefit  of  rural  telephone  subscribers  — 
not  the  rural  telephone  companies.   Thus,  without  the  REA 
program,  rural  Americans  and  their  communities  will  suffer. 
Rural  areas  have  suffered  severe  economic  decline,  and  investment 
of  REA  loans  in  telecommunications  would  result  in  a  myriad  of 
benefits  for  these  areas.    The  untapped  potential  of  new 
telecommunications  services  for  rural  residents  and  businesses 
would  give  many  rural  areas  a  sorely  needed  shot  in  the  arm.   A 
strong  REA  is  absolutely  necessary  for  a  strong  rural  America. 

The  government  has  recognized  that  ensuring  advanced 

communications  networks  in  rural  areas  is  a  step  towards  making  a 

stronger  rural  America.   As  the  National  Telecommunications  and 

Information  Agency  stated  in  its  report  Telecom  2000,  Charting 

the  Course  for  a  New  Century, : 

Efforts  to  attract  industry  to  rural  areas  should 
include  consideration  of  enhancing  the 
telecommunications  and  information  facilities  and 
services  available  through  links  with  fiber  optic  or 
microwave  networks,  or  teleports,  for  example. 
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REA  is  integral  to  this  development  in  rural  America. 

As  we  move  into  the  21st  century,  the  REA  program  faces  its 
greatest  challenges,   with  the  advent  of  new  technology  and 
telecommunications  opportunities  for  rural  America,  the  REA 
program  must  remain  the  pacesetter  that  it  has  been.   Despite 
enormous  odds,  the  REA  program  has  helped  small  companies  bring 
telephone  service  to  rural  America.   Now  it  is  time  to  ensure 
that  rural  America  and  its  inhabitants  continue  to  receive  these 
services  and  that  they  continue  to  improve. 

Mr.  Chairman,  thank  you  again  for  the  opportunity  to  voice 
our  support  for  a  program  that  has  brought  telephone  service  to 
many  of  our  rural  subscribers.   The  REA  telephone  loan  program  is 
a  shining  example  of  accomplishing  public  policy  objectives 
through  government  incentives  to  the  private  sector.   Rural 
Americans  look  forward  to  relying  on  strong  REA  programs  to 
ensure  that  rural  telecommunications  networks  advance  as  we  meet 
the  future. 


Mn 
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American  Public  Power  Association 

2301  M  Street,  N.W 
Washington,  DC  20037-1484 

March  18.    1993  202/467-2900 

The  Honorable  Glenn  English 

Chairman 

Subconmiittee  on   Environment, 

Credit  and  Rural  Development 
1301  Longworth  Building 
Washington,  OC  20515 

Dear  Mr.  Chairman: 

An  observer  of  your  Subcommittee's  March  16  hearings  on  the  rural 
electrification  program  would  have  departed  with  three  misperceptions: 
first,  that  municipal  electric  systems  are  the  most  heavily  subsidized 
segment  of  the  electric  utility  industry;  second,  that  municipal  electric 
utilities  serve  large,  urban  communities;  and  third,  that  the  solution  to 
reducing  the  subsidies  provided  to  rural  electric  cooperatives  as  proposed 
by  President  Clinton  is  to  enable  these  cooperatives  to  issue  tax-exempt 
bonds.  The  purpose  of  this  letter  is  to  dispel  those  misperceptions.  I 
would  also  ask  that  this  letter  be  included  in  your  Subcommittee's  hearing 
record. 

Before  addressing  the  three  points  identified  above,  let  me  make  it  clear 
that  the  American  Public  Power  Association  supports  the  rural 
electrification  program.  Indeed,  the  program's  record  of  electrifying 
rural  America  is  outstanding.  (Public  power  provided  the  same  service  to 
residents  of  hundreds  of  towns  and  villages,  many  of  them  county  seats  for 
the  same  rural  communities,  during  the  first  two  decades  of  this  century.) 
Subsidized  loans  to  cooperatives  serving  poor  rural  communities  continues 
to  be  a  worthy  investment  of  taxpayer  dollars.  Given  these  facts,  it  is 
disturbing  to  see  the  case  for  the  continuation  of  the  rural 
electrification  low-interest  loan  program  become  sidetracked  over  arguments 
about  subsidies.  Ultimately,  federal  assistance  for  this  program  must  be 
based  on  the  merits. 

Relative  Subsidies 

Your  Subcommittee  heard  testimony  from  the  National  Rural  Electric 
Cooperative  Association  regarding  the  "subsidies"  provided  by  the  federal 
government  to  the  three  segments  of  the  electric  utility  industry. 
Unfortunately,  the  witnesses  provided  nothing  more  than  figures  and  a  bar 
graph  to  make  their  case.  In  fact,  some  Members  of  your  Subcommittee  asked 
how  these  figures  were  derived. 
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APPA  has  not  seen  the  most  recent  calculations  that  serve  as  a  basis  for  the 
NRECA  testimony.  However,  NRECA  has  made  these  arguments  in  the  past,  and  we 
have  identified  a  fatal  flaw  in  the  basis  of  the  comparison  presented. 

NRECA's  subsidy  comparison  is  based  on  a  calculated  "subsidy  per  customer." 
But  this  comparison  masks  the  fact  that  the  only  reason  the  average  benefit 
per  customer  is  greater  for  municipal  electric  utilities  is  because  the 
kilowatt-hour  consumption  per  customer  is  49  percent  higher  for  municipal 
utilities  than  for  rural  electric  cooperatives.  NRECA's  comparison  of 
utility  subsidies  would  be  analogous  to  determining  federal  wheat  subsidies 
on  the  basis  of  dollars  of  subsidy  per  farmer,  rather  than  on  the  subsidy  per 
bushel.  Following  NRECA's  logic,  western  Oklahoma  wheat  fanners  are  more 
heavily  subsidized  than  eastern  Oklahoma  wheat  farmers  because  western 
Oklahoma  farmers  plant  more  acres.  The  error  in  this  logic  is  readily 
apparent. 

To  be  valid,  a  benefit  or  cost  comparison  should  focus  on  the  unit  of  an  item 
purchased,  not  on  the  level  of  consumption.  Consequently,  "benefit  per 
kilowatt-hour"  is  the  proper  basis  for  the  kind  of  comparison  NRECA  is  trying 
to  make.  When  NRECA's  subsidy  amounts  are  standardized  on  a  per 
kilowatt-hour  basis  --  before  other  needed  adjustments  --  the  subsidy 
received  by  cooperatives  is  27  percent  higher  than  the  "subsidy"  available  to 
public  power,  2.8  mills  per  cooperative  kWh  compared  to  2.2  mills  per  kWh  for 
public  power.  Chart  1  compares  subsidies  based  on  NRECA's  calculation  using 
the  "per  customer"  basis  to  the  correct  "per  kilowatt-hour"  basis. 

In  addition,  NRECA's  calculations  have  failed  to  include  all  the  benefits 
cooperatives  receive  from  the  federal  government.  An  APPA  analysis  shows 
that  when  the  direct  and  indirect  benefits  from  low-interest  REA  and  Federal 
Financing  Bank  loans  are  included,  federal  subsidies  to  cooperatives  are 
approximately  4.5  mills  per  kilowatt-hour,  or  about  55  percent  greater  than 
the  federal  benefits  to  public  power  systems  of  about  2.9  mills  per 
kilowatt-hour.  Chart  2  presents  a  comparison  of  benefits  calculated  by  APPA. 
Although  these  estimates  are  based  on  1987  data,  there  has  been  no  subsequent 
change  in  the  relative  position  of  public  power  and  cooperatives. 

Other  benefits  enjoyed  by  rural  cooperatives  which  were  not  included  in  the 
NRECA's  prior  calculations  are:  the  15  percent  use  of  funds  provision  which 
allows  borrowers  to  invest  funds  or  make  or  guarantee  loans  of  up  to  15 
percent  of  the  value  of  the  utility  plant;  and,  the  Rural  Economic 
Development  Program  which  provides  10-year  interest-free  loans  to  borrowers. 
Of  course,  since  NRECA  did  not  provide  details  of  its  analysis,  it  is 
impossible  to  know  whether  these  exclusively  co-op  benefits  were  included  in 
their  bar  graph.  However,  since  the  absolute  figures  are  so  close  to  figures 
used  in  the  past,  we  believe  it  is  probable  that  NRECA  has  continued  to 
ignore  these  other  benefits. 
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In  addition,  the  NRECA  testimony  suggests  that  public  power  rates  are  lower 
than  those  of  cooperatives  because  public  power  subsidies  are  higher. 
Nothing  could  be  further  from  the  truth.   In  1990,  the  residential  rates  of 
cooperative  customers  were  16.5  percent  higher  than  those  of  public  system 
customers  (7.43  cents/kWh  versus  6.38  cents)  and  commercial  rates  were  9.7 
percent  higher  (7.13  cents/kWh  versus  6.50  cents).  But  rates  refer  to  the 
cost  of  a  specified  unit  or  amount  purchased,  and  it  is  clear  that  on  a 
standard  unit  basis  --  per  kilowatt-hour  in  this  case  --  the  "subsidy" 
received  by  public  systems  is  substantially  less  than  that  received  by 
cooperatives.  Consequently,  were  it  not  for  the  larger  subsidy  enjoyed  by 
cooperatives,  the  rate  advantage  of  public  power  would  be  even  greater. 

The  Large  and  the  Small  of  It 

Several  times  during  the  hearing  references  were  made  to  municipally  owned 
electric  utilities  as  serving  "the  urban,  more  highly  developed  areas  of  the 
country."  While  it  is  true  that  APPA  counts  among  its  membership  a  few 
public  power  systems  serving  major  metropolitan  areas,  the  vast  majority  of 
public  power  systems  serve  communities  similar  in  size  to  those  served  by 
rural  electric  cooperatives. 

As  Chart  3  indicates,  more  than  three-fourths  of  the  public  power  systems  in 
the  United  States  serve  communities  of  5,000  customers  or  less.  The  City  of 
New  Madrid,  Missouri,  in  addition  to  being  close  to  the  geographic  center  of 
the  United  States,  is  also  the  median  public  power  community  --  half  of  the 
public  power  systems  are  smaller  than  the  New  Madrid  electric  utility,  and 
half  are  larger.  The  population  of  New  Madrid  is  3,350,  and  its  municipally 
owned  electric  system  serves  1,648  customers  --  hardly  a  major  metropolitan 
area.  Municipally  owned  electric  utilities  serve  communities  as  small  as 
Eagle,  Alaska,  with  only  15  customers. 

The  16  municipal  electric  utilities  in  your  own  Congressional  district  are 
very  typical  of  the  public  power  systems  which  APPA  represents.  The  smallest 
system  is  in  Burlington,  a  community  of  170  residents.  The  largest  public 
power  system  in  the  Sixth  Congressional  District  of  Oklahoma  --  the  Anadarko 
Public  Works  Authority  --  serves  a  community  of  6,586  residents.  Your  own 
hometown  of  Cordell,  Oklahoma  --  population  2,903  --  is  served  by  a 
municipally  owned  electric  utility.  Small  public  power  communities  exist  in 
almost  every  Congressional  district  in  the  country. 

Extending  Tax-Free  Bond  Financing  to  RECs  Is  Not  a  Viable  Alternative 

Another  oft-repeated  phrase  during  the  hearing  was  the  suggestion  that, 
rather  than  raising  the  interest  rate  for  REA  direct  loans  to  the 
government's  cost  of  borrowing,  rural  electric  cooperatives  should  be  made 
eligible  for  tax-free  bond  financing.  But  the  Subcommittee  should  be  aware 
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that  public  power's  right  to  issue  tax-exempt  bonds  results  from  the  inherent 
status  of  public  power  systems  as  units  of  state  and  local  government.  Rural 
electric  cooperatives  receive  a  tax  expenditure  subsidy  of  their  borrowing 
costs  as  a  result  of  specific  federal  legislative  action.  This  important 
distinction  was  recognized  by  the  U.S.  Department  of  Energy's  Energy 
Information  Administration  (EIA)  in  its  recent  report:  "Federal  Energy 
Subsidies:  Direct  and  Indirect  Interventions  in  Energy  Markets."  EIA 
differentiated  between  subsidies  provided  to  the  energy  industry  and  those 
covering  a  wide  class  of  operations:  "Generally,  a  tax  expenditure  [subsidy] 
is  deemed  to  exist  only  if  favorable  tax  treatment  is  offered  to  a  narrow 
group  of  taxpayers  or  operations."  But  since  the  tax  exemption  for  interest 
on  state  and  local  bonds  "is  granted  to  'all'  operations  of  all  State  and 
local  governments,  rather  than  to  just  the  energy  or  other  small  subset  of 
their  operations,  the  exemption  is  arguably  not  an  energy-related  tax 
expenditure."  Public  power  systems  are  among  the  more  than  83,000 
governmental  units  in  the  United  States  eligible  to  employ  tax  exempt 
financing. 

APPA  has  long  been  a  supporter  of  the  legitimate  interests  of  the  rural 
electrification  program.  However,  rural  electric  cooperatives  are  privately 
owned  entities.  They  are  not  units  of  government  and  are  not  accountable  to 
the  citizenry.  The  trend  over  the  past  decade  has  been  to  further  restrict 
those  few  special  cases  in  which  private  parties  are  permitted  to  benefit 
from  tax  exempt  financing.  The  Internal  Revenue  Service  has  specifically 
found  that  rural  electric  cooperatives  are  not  public  agencies.  It  is  not 
reasonable  to  propose  that  rural  electric  cooperatives  be  empowered  to  issue 
tax-exempt  bonds.  If  rural  electric  cooperatives  want  the  right  to  issue 
tax-exempt  bonds,  there  is  a  more  logical  and  defensible  course  for  them  to 
follow  than  trying  to  distort  the  existing  tax  laws.  They  could  become 
public  agencies.  The  opportunity  to  become  a  public  agency  and  accept  full 
public  accountability  already  exists  for  rural  electric  cooperatives  in  some 
states,  and  it  undoubtedly  could  be  obtained  in  additional  states. 

Of  course,  from  your  Subcommittee's  perspective  it  would  make  little  sense  to 
substitute  municipal  bond  financing  for  REA  direct  loans  to  rural  electric 
cooperatives.  Jurisdiction  over  tax-free  bond  financing  lies  solely  with  the 
Ways  and  Means  Committee.  If  a  major  portion  of  rural  electric  cooperative 
financing  shifts  to  municipal  bonds,  it  would  emasculate  your  Subcommittee's 
jurisdiction  over  this  program. 

In  conclusion,  Mr.  Chairman,  I  regret  that  the  parties  involved  are  wasting 
the  Subcommittee's  time  arguing  over  which  segment  of  the  electric  utility 
industry  enjoys  the  biggest  "subsidy"  or  federal  benefits.  However,  APPA 
felt  it  had  an  obligation  to  correct  the  gross  distortions  contained  in 
NRECA's  figures  which,  if  correct,  would  indicate  that  electric  consumers  in 
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your  hometown  receive  $141,453  annually  in  federal  subsidies.  Such  a 
conclusion  is  absurd  on  its  face. 


Sincerely, 


Paul  R.  Fry 

Deputy  Executive  Director 


cc:  All  Subcommittee  Members 
enclosures 

(Attachments  follow:) 
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CHART  1 


NRECA  Subsidy  Estimates,  1990 

Kilowatt-hour  versus  Customer  Basis 


Mills/kWh 


$/Cu8tomer 


Publicly  Owned  Cooperative 

Per  Kilowatt-hour       I       I  Per  Customer 


Sources:    Form  EIA-861,  REA  Statistical 
Report,  and  NRECA  Press  Reieass 


133 


CHART  2 


APPA  Benefit  Estimates  for  Publicly 
Owned  &  Cooperative  Systems,  1987 


Mill8/kWh 


Publicly  Owned 


Sourc**:    REA  Statlttlcal  Report, 
Form  EIA-412,  Form  EIA-881 


Cooperative 


BOSTON  PUBLIC  LIBRARY 


134 


3  9999  05018  494  2 


CHART  3 


Publicly  Owned  Systems 
by  Customer  Size  Class 


Customer  Size  Classes 


0  to  10  Customers 

11  to  1,000 

1.001  to  2.000 

2,001  to  5.000 

5,001  to  10.000 

10.001  to  20.000 

20.001  to  50,000 

50,001  to  100,000 

More  than  100,000 


Source:    1991  EIA-BSI 
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